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DOVR NQRZQ DV LQYHVWPHQW PDQDJHPMHQHW FRRRPRSS Economics VHW F
WKDW PDQDJH PRQH\ IRU D IHH ZLWK WKH JRDO R IRU W
7KH PRWONQRZQ SURGXFW WKHVH FRPSDQLGINOQRUHW\ IVWPH

RI LQYHVWPHQWQRQEBWLIQILPWWXDWUBGQBE | KOFKD (_

IXQGV SULYDWH HTXLWYKBQG EXQVOHWY BLDAWLE MW DA WHKRH @Y WS\H W
ZKLFK WKH\ DUH VXEMHFW DUH IDU IURP VWDQGDUGL]HG ,QYHVWPHC
SURILOH LQYHVWRU DFFHVV SRUWIROLR FRPSDQ\ RSHUDWLRQV DQ
LQYHVIXRHQW WKH DVVHW PDQDJHPHQW LQGXVWU\ DOVR FRQVLVWYV R
VHUYLFHV VXFK®OWLEBYSURNRBEWVDDQG FXVWRGLDQV

$VVHW P FHROOH BVDLDAM\L\D @MRVAH QRO X QLYGN W P H ERWQHIYDR@UJ RI DOO 8 6
KRXVHKRKE GAWQ GOWNWHULHQRARG ISIHIKL RERYBWKON U LV R MAMD B OGIL Q ¥ U M D/\RRUE

UHOLDQFH RQ DMWR/H @ YRD/AWD WHKUAL U P R QL Y1 R WW/NHQHBPRRQZEIVK K 1P Y FADKYTHQY

7KBHFXULWLHV DQG ([FKDQJH &RPPLVVLRQ 6(& LV WKH SULPDU\ UHJ
L QG X VWHUL QTG XI\RW H \EQ VDGV R P HZIX TPMDHAI X © D W RVUN URMRIIL@BHIYURRWPD O G L11H U
VWDWRWWVRIHMUKBDWRU\ |lUDABIMMBNK BEDV W DQG V XN WEBH E X V L Q
W U HDQJ GAF W K € JL QOEXH WU R[DPLISEM WKLV HYQRFOXVBMEBISIIUGR Z W K LRI G N M/ U \
WHIFUHDVLQJ RBIHSAHIUAFQ P\ E FDISQMADVHP RDQNHW IWRBQMAKLIW IURP D
SDVVLYH LQYHVWPHQW VW\OH DQG WKH H[SDQVLRQ RI WKH SULYTC

&RQWJUKDV VKRZQLVNY¥WH VY HMVE B AL\QIHWRP D Q D' XHRHG WYVRGE&XI VYWV V
ODZPDNHUV KDY RMBHED @IWIRW PDQDQBPRPHQIO LQYRYWWURIOPWHEWQ R C
VW D ER. QGAWIH U D J H @ KOHHHQ GAUKBEDW K IRYSHD B WH @ XMOMARH RB/QM DV IROORZV

X : KHWKHU WKH DVVHW PDQDJHPHQW Q@®¥V WO \VRDEDQKN &P $Q LW B
BWDWSBPH ILQDQFLDO DXWN R HWWWR.BI D\I\W B/&/GIGNSIREMEDKQ L H
FRQFPMRIQDQFLD G XWIMBLWKWILQD Q F LOOUFRIB/KHNAHRW R I
PRQH\ PDUNHW VW XWEBENXQPE DVVHW PDQDJHUV DUH JHQHUDOO\
LQYHVWPHQWR FHIL ARG WWELNLHIFEN R | | L Q DY@X¥ WD\OR GARK/DAWI X H
WUXFWXUDO GRJ DWW MEL® AR XD\G HHHVPE QHILQH® FKBOULQVW U XP H
LPSOL F DRRRIZRHYWIHF XQW DL Q

X : KHWKHU UHJXODWLRQ RI WKH DVVHW PDRPHWWY QWS [SQ®XAVHEWLS
IRUHWRQYBVRIRUQYPYHVWRU SURWHFWLRQ FRQFHUQV FHQWHU RQ L
HVSHARBOQYDW HI LY@GA 1 XQ GV D U HDISIHIKAH.L Y H GQSVIRRKEDIHH W X U
UHODWLYH WR SXEOLF IXQGV L\@KKV \DORD GRS @ VBLEVE YO\ RQV
LQYHVWPHQW RSSRUWXQLWLHYV

X 7KH LPSDFW RI ILQDR® LW IOHWHRIOQRMDIRWY DK G XAKHMIW UHJIXODWRU)
LV DGHTX®GWHHWR WKHVH QHIZDWHRERQRMRRHIYWLRQ LV DQ LQWHJ
PMDJHPHQWM GEXM®RSPH QWS RIDQLGE \ LIVQ BU b D XKD IV WEKHEIH E D W H V
HIWHQW WR ZKIFKQ WAROIHHBYRSULDWHO\ VHUYHG E\ WKH H[LVWLQ
20H RIFRRMRQVIRDOROLF\PDNLRQVY WR WHRWBBEWDLQYHVWRUV ZLWK
LOQQRYDWLRQ
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Introduction

7KH DVVHW PDQDJHPHQW L QGH[VWY WRISHZLDMKH F DY H\FFRPFSQ H Q W V
PDQDJHPHQW KIRRZERQRBIMRU SURGSKROEBWXQRBVLBYG SULYDWH I)
$GGLWLRQDOOLQIVA NP VKFBRIRW\L.QYHVWPHQW DGYLVHUV DQG FX\
GLVWULEXWLRQ FKDQQHOV VDIHIJXDUGV DQG RWRHO\HVVHQWLD
KDORU RI DOO 8 6 KRXVHKROGV RZRHVRRISHEDWIRQJSEEOLF |
HI[SHFWHG WKH LQGXVWU\ IXQFWLRQV WR SRRO DVVHWV VKDUH
LQIRUPDWLRQ DQG SURWHFW LQYHVWRUYV

$VVPDAQDJHPHQW 2FIRPSIIGIIUHMW Q YWR WPORIHPHQW FRRREH\QLHV

PDQDJIKQWUQYHVWPHQWH ROV HF W Y WK LABYEW VB RROW RQH\ I[URP

Y D U LLRYGL YR G X. IO WILQWXHAWYIWRFUDIBD Y. H WK BRE CRALL Q D QUAH\WFOU Q V

7KH 6HF PQIONUBMD &RPPLVVLRQ 6(&UHYX\WWBRMW BULRPIDMKH DVVHW

PDQDJHPHQWHKI ERYYUAWDWXWHY WKDW JRYHDQ WHKH DNG HWDRD

OHYBOGOXKEHY HVWPHQW &RPSDQ\ $FWWKEBYHVIWPHQW RGYLVHUV $F
3/ W K H F X USLRWL IRV 3/ DYBHFXULWLHV ([FKDQJH $FW
3/

3XEOLF DQIXSBNMHUDOBMHW WLQJIXLVKHG E\ WKH W\SHVDRIGLBYHVWRUYV
WKH UHJXODWLR Q3D E SEWE W R WRXWW XDO MWQI&H Gl [IPKDEM H

(7)V FORMMEG IXQGV DQG XQLW, ZDYHV B/ R DGO WIRGRFNMW REVHR |
DOO IB\SIHWD WB UDL® G WHRE IVRRSKLVWLFDWHG LQBWY.MGRDICRQDO D (
LQYHVWRXY WKL 9 DWRK HX DB\ Q HSYURIY D WHIUHHKGGH IXQGY YHQWXUH
FDSLW DD QSRUQLGHDNYHW \

7KH ILURWKWSD UWSRUW SURYLGHY DQ RYHUYLHZ RI WKH DVVHW P
UHJX ODOWLRRKHUH LVGRRLYLOIIRD IRU WKH LQGXVWU\ WKH UHSR
SXEOLF DQA® BHVYWEMAWD QG WKH LQGXVWU\ FRPSRIQHQWY WKDW
UH SIROMRO XW W R PW/HRH L VG KWW ULV N H [ S/ROAKIXHOYD B/ BIYR) H G
GLVFORVH PRQLWRU DQG PLWLJDWH WKHP

7KH VHFRROM KIINVUWHSRUW F\WR QM QGHRUDMQFSX UNNDGHY LKW KIS WL Q J
WKH DVVHW PDQDDHRAWW W® 8 XV QMGKAL B Q L\WWHICE 6 &/ IDWMHRVI ZKH\

1 SeePublic Fundssection of this report for more details on public funds. For household holdings of public funds, see
Investment Company Institut2019 Investment Company Fact Boalthttps://www.ici.orgpdf/2019_factbook.pdf

2:KLOH DQ LQYHVWPHQW FRPSDQ\ FRXOG PDQDJH AWOWLVSDOVIRXEWGLQ FRPPRQ
interchangeably to describe an investment management company. For this report, unless noted otherwise, funds are also

referred to agmvestment companies. PES U.S.C. 880a3(a)(1) the legal definition oinvestment comparng any

issuerdwvhich2 (A) is or holds itself out as being engaged primarily, or propmsesgage primarily, in the business of

investing, reinvesting, or trading in securities; iBgngaged or proposes to engage in the business of issuing face

amount certificates of the installment type, or has been engaged in such business and hhgartifisate

outstanding; or (Cis engaged or proposes to engage in the business of investing, reinvesting, owning, holding, or

trading in securities, and owns or proposes to acquire investment securities having a value exceeding 40 per centum of

thevalXH RI VXFK LVVXHUYV WRWDO DVVHWY H[FOXVLYH RI *RYHUQPHQW VHFXUL'

3 SeePublic Fundssection of this report for more details.

4 These institutional and retail investors are more sophisticated and highartietlients who are perceived as better
positioned to understand and tolerate risks.

5 SeePrivate Fundssection of this report for more details.

6 Pension funds and insurance companies also manage assets; however, because they serve diffeseantliantion
not regulated by the Securities and Exchange Commission (SEC), they are beyond the scope of this report.
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UHJXODW L RHQVRR DADKOH DRWQW LQGXVWU\ SURYLGHV VXIILFLHQW SU
ZKR LQYHVW PRQH\ LQ WKH LQGXVWU\ DQG 3L QWKREKMSOFW RI IL
LQGXVWU\ DQG ZKHWKHU WKH FXUUHQW UHRJKIOWDHWRHYZ IUDPHZRU|
WHFKQRORJLHV

— 7 eee®dZee

7KH DVVHW PDQDJHPE D W HQMKE QR @ W WMWE®WLVWLFV GLITHU V
GHSHQBDRQWKH ERW LRBEX VW U\ UHSRVWW RMDWXHHVIRDQOGHW PDQDJHL
LQGLFDWHY WKBOWDWKHWOPDQBVWUS/ L H WKRDKNELYKLQ WKH JC
PDQDJHG DURXQG WU LO/KIHRW R D8VAH VDW LW PDQDJHUV DORC
WULOOLRQ LQ DVVHWYV XQHME® PMEDIHPHQW DV RI \HDU

Table 1.Top 10 U.S.Asset Managers, Ranked by Assets Under Management
(as of December 31, 20}7

Assets Under Management

Rank Asset Manager ($ Trillions)
1 BlackRock 6.3
2 Vanguard Group 4.9
3 State Street Global 2.8
4 Fidelity Investments 2.4
5 J.P. Morgan Chase 2.0
6 Bank of New York Mellon 1.9
7 Capital Group 1.8
8 Goldman Sachs Group 15
9 Prudential Financial 14
10 Northern Trust AssetManagement 1.2
Top 10 Total 26.2

Source: CRS based odata fromWillis Towers Watson/'Thinking Ahead Institute 500 afrREnsions &
Investments

7KH LQ@XMWMWHWY DUH PHDVXUHG E\ DVVHWVY XQGHU PDQDJHPHQ'
JURVV DMMHWWR WKHRY KB \RH HDQ/ EN WK H1BIW B WVRDWYMDIHUHU WR Wt
RDVVHWYVY PLQ»V60HDEYWHWHKEGYLQ Y H VARREQW KROSN Q

WUROIOQ RVRWDO QHW3DVYBWW DXQRSV FFHMAK. BOH B\RW\SLFD O
KRXVHKROGW WKHIDEA.RQ LQ WRW MOJ RGOV RIPWLIRIWSE ® B BE H U

7 CRS calculated this approximation by multiplying the 53.2% of assets under U.S. management (page 11) with the
$93.8 trillion (page 4) of tal discretionary assets under management of the 500 managers included in the report. The
$50 trillion assets under management does not include assets of smaller funds that are outside of the top 500 list. Willis
Towers Watson7 KH :RUOG TV /D U Managkrs athtgps:Marvw.thinkingaheadinstitute.orfghediaPdf/TAl/
ResearcHdeasmAl_PI_500_2018_ formatted.pdf

8 Net assets eqltotal assets minus total liabilities, and is different than assets under management. For more data, see
Investment Company Instituté$ 5SHYLHZ Rl 7UHQGY DQG $FWLYLWLHV L2 WKH ,QYHVWPHQW
Investment Company Fact Boakhttps://www.ici.orgpdf/2019_factbook.pdf

9 SEC,Private Funds StatisticiNovember 13, 2018, attps://www.sec.gowivisionsinvestmentrivatefunds
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,Q DGGLWLRQ RWKHU PDUNHW GOMMKHBOB RXRGLHYV WXEFEOL\R @ $R B
Rl VHFRQG T¥DUWHU

Types soefta AMment Companies

ODQW\SHV RI DVFHWP PRBYBYXMHVKHU WKH GLITHUHQW W\SHV RI |
PDQDIJHPHQW FRPSDQLHYV DUH VXEMHFW7WBRMGAW IHRJMH GWJI K& I XIOW W

PDMRWSHY RRIQD/HPHQW EGPOBREMVLF IXQGVY SULYDWH IXQGV D
IRRV Rl DVVHW PDQDJHPHQW

PubFinrds

3XEOLF IXQGYV DUH SRROHG W®& P RQWIPRARHDU 2/ IHIH. LYDYOAL RIWAX R |

DQG LQYHVWOWKHRFRYHERQGY D @K HR BREIMHH I\ N RAX-ULMA HQYHVWP F
FRPSDQLBIYHAVREA® VWLWXWLRQDW FIRNGH USNERDXH WIOHE Q DP H
IXQGVVHW KROGLQJVHRS MSXIEFOQFHIZ YGYQLILFDQW JURZWK LQ WKH
JLIXUMW \WDWE KXEOKPGY PDQDJHG PRUWH OVKIIR®D LQ DVVHWYV OD
EHKDOI RI PRUH WK®QHW DRICG'DQRBVAVR UV

Figure 1. Selected Public Funds Net Asset Value
($ Trillions, Not Inflation Adjustedl

25
1995 2018
20 Mutual Funds 6.8 17.7
ETFs 0.0 3.4

15

10

1]

TP R Sy PR H o N HOH DN L LY W e e AN D
o d oy
A AP NE 1@‘{9 AP AP AF TS DDA D S
H Mutual Funds ™ Closed-end Funds # Exchange-Traded Funds B Unit Investment Trusts

Source: CRS based on data from Investment Company Institute and Strategic Insight Simfund.

Notes: Mutual fund data exclude mutual funds that investarily in other mutual fuds. Closedend fund data
indude preferred share classdsTF data include ETFs not registered under the Investment Company Act of
1940 and exclude ETFs that primarily invest in other ETFs. Data are for investment companies that report
statistical informaon to the Investment Company Institute.

statisticsprivatefundsstatistics2018.q1.pdf

10 Board of Governors of the Federal ReseRiaancial Stability ReportNovember 2018, at
https://lwww.federalreserve.g@ublicationsfiles/financialstability-report201811. pdf

1 Investment Company Institut2B)19 Investment Company Fdok athttps://www.ici.orgpdf/2019_factbook.pdf
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7KHRXU EDVLEX\EGHRDIBREBKDO | X QM O GIRNKDY UM GHG IXQGV
DQG XQLW LQYHVWPHQW WUXVWV

7e7Set—oce

OXWXDO | XMXGVPRYVM ZEBRON & \LHY HV WPH QDO N R KRIFE®®IH G
HQGHG/ IXIQIG UWKBR QWRL Q X R XV R || HOUXIMDX DR RAQOIENHYH ROQ O L P L W
WKH QX PEKHDW RV DIPKVEXTHK M K D U H R VD W BI GBH [ KRODQ KHAQQ:Y HVW R U V
QHHG W RMKKQ Y HORVRWRWRBIN G H\HPD DWVQ HW DM $®%W YD O XH
SHGHP SWMDRQY VHOOLQJ VRIOW MEQIEK F W HWR HW B & XEQO X G L Q J
1$9 DQG UH GBIPIS W HE @\KHVHEG R Pl S\O IBODGSF H L V NL BRHIWRR\YV
DQG 5LVN 0LWDLRIIDXRARNDW MRKILARI R U W

o'”@Zc_of_oCB

$ FORWG@IG IXQG LV D SXEOLFO\ WUDG®HOG QW DHYMPRMMVE FRMPEHQ\ R\
U D WKKIDJQ FRQWLQ X R X V&0 RRUGIBUIXQUGWHKHDFUHY DUH QRW UHGHHPDE
FDQQRW EH UHW XU GEW RVK K H DB BAKURRIG HHFER £ GD/UHVRDRUNH W
FDIQ[LW FIORE® HEBEXVYLQJ RUVKD O BHERNQU L WD QA/HH [ F

i E‘S—oBeZA—dpe
(7)VWUH SRROHG LQYHVRAPRHELY H HHEAARIKMNDRODM QG P® G FORVHG

IXQ®BW)WIIHU LQYHVWRUV D ZD\WER I 3RIBMDKVWRHMILDRE@ MV L\K D U H
RIIHWWED W DR RVQ B GAHKO RN H VY VW RF N

—'edVYZee—7cel

8,7V QYHVW PRQH\ UDLVHG IDRRPNRPA\SXEOLVFWRUWULQJ LQ D JHQH
SRUWIROLR RI VWRFNV ERQGV RU RWKHU LQYHVWPHQWYV W LV
WURVMWLPLODU VWUXFWXUH WKDW LVVXHY UHGHHPDEOH VHFEXUL'
D XQLW RI VSHFEILHG VHEXULWLHV

12 SEC, Office of Investor Education and Advocalelyjtual Funds and ETESA Guide for InvestorsSEC Pub. 182,

December 2016, &ittps://www.sec.goutvestorpubssecguideto-mutuatfunds.pdf

B1HW DVVHW YDOXH LV WKH IXQGYV QHW DVVHWYV PLQXV QHW OLDELOLWLHV )F
Answers, Mutual Funds” DW KWW SV fagtadswetdRsddrsynutfundhtm.html.

14 Primary market refers to the market where securities are created. Secondary market refers to the market where

existing securities are bought and sold.

5SEC,3)DVW $ QQIogddtbnd Fund Information” DW KWW SV fagtadswetsRsdérsmiclosehtm.html.
16 For more information, seERS Report R4531&xchangeTraded Funds (ETFs): Issues for CongrassEva Sy
and SE& 3)DVW $EXEhangEIrkaded Funds (ETFs) btips://www.sec.govastanswersanswersetfhtm.html

17 The vast majority of ETFs are organized as eped funds, but some of the east ETFs were organized as UITs.
Although small in numbers, these UITs represent a significant amount of assets. For easuwipfeatend 2017, the
eight existing UIT ETFs held total assets of $379 billion, representing 11% of the ETF industryrop&segrule,
Exchangelraded Funds” -XQH https:/Bv.sec.goviilesproposed?01883-10515.pdf

B)RU PRUH LQIRUPDWLRQ VUbhHIng¢gtmehj DrsiUIT<) V ZDpd Viwww.sec.govast
answersinswersuithtm.html
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PriviFahds

3ULYDWHL QX ©R Y WHDYWWW P HQ W RBRIAHSWDIW H W K U R XUIRFPH DFPSLVOL R Q V
6(&UHJIXOCDBWILROQWH | X @6 OMEEGHLQWDRY L YFH DOWHW\MPMR VBXEOLF X
SULYDWWH®WYDBNRLRQH W QWBKEUH VX PNRHLFQW MARW RIH DWRHWFWLRQV

3ULYD@WBIUN®YDRQDOOPLWR G TXPRHG RIQ WHAVXWRWKH QDPH SULYD

| X Q&

$V RHFHPEHUSULYDWH |XQWWRAHGWRWDO QHWURLVOWHW® RQGURYV

DVVHWVY XQGHULRIXQOB)HRWEW (& UVW DYDLODEOH SULYDWH IXQ

WKH ILUVRN TXDRIMRKWWEK TXDUWKY BULYDW H UMEZRA HQIGRKIVQV U \
SULPOHGIOBFUHIBWHYDWH HTXLW\2DXEE KKGHY MRS QLQJ

IXQGV ZHUH HVWDE OQWYKN® PN QS & W PRBIDWKEKHRPHQDWBEKH WK H

GUDIWHURUGNDHEUNKH ULV D R EXUABDRAHX UXENEDMD WH 1XQ G

O D Q G WRKIMHL TKHHW WLLHRIDML G IRQA) WRIH J X O'BRWLKRW WR EH XSGDWHG

198 D RI WKH $GYLVHUV $FW GHILQHVY D SULYDWH IXQG DV 3DQ LVVXHU WKL
defined in section 3 of the Investment Company Act of 1940 (15 U.S.@ B0t for section 3(c)(1) or 3(c)(7) of
WKDW $FW ~

20 A private fund isany issuer whose outstanding securities are beneficially owned by not more than 100 persons, or, in
the case of a qualifying venture capital fund, 250 persons, and which is not making and does not presently propose to
make a public offering of its secugti, among other conditions.

226(& 'LYLVLRQ RI ,QYHVWPHQW 0D Pinate Fuhds\Stftisti o Dtd Calenéfay Quiaiter H

2018, July 23, 2019, attps://www.sec.godivisionsinvestmeniprivatefundsstatisticsprivate fundsstatistics2018

g4.pdt

2 private funds grev89% or 63%, as measured by percentage increases in gross asset value and net asset value, for
periods between first quarter 2013 (the inception of the private fund statistics) and fourth quarter of 2018. For more
details,see6 (& 'LYLVLRQ RI ,QYHVWPHQW 0D @Pivhte Fihds\Stftistidomtd Caldnéay 211LFH
Quarter 2018, July 23, 2018 https://www.sec.godivisionsinvestmentprivatefundsstatisticsprivate funds
statistics2018qg4.pdf and SEC, Division of Inve&/ PHQW 0D QD JHP H QW PrivateFDros BtatiBtlds 2 1L F H
Fourth Calendar Quarter 2014, December 30, 2015 p hipat//www.sec.gv/divisionsinvestmentrivatefunds
statisticsprivate fundsstatistics2014q4.pdf

23 Allen Ferrell and John D. Morley, New Special Study of the Securities Markets: Institutional Intermediaries, Yale
Law & Economics Research Paper no. 580, Jul20®7, athttps://ssrn.conabstract3005542

Congressional Research Service 5



Capital Markets: Asset Management and Related Policy Issues

Figure 2. Selected Private Funds Net AssetValue
($ Billions)
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Venture Capital Fund & Private Equity Fund ™ Hedge Fund

Source: CRS based on data from SH®jvate Funds Statistiaty 23, 2019
Note: As reported in SEC Form PF, Question 9. The fund types are not mutually exclusive.

7KHDRQ W\SHV Rl SULYDWH IXQGV LQFOXGH KHGJH IXQGV YHQW)>
DQG IDPLOBERNIMWAKHNH IXQG W\SHV DK'HBRPRAWX R XWX @AHRI[FF GXIVIYY
HTXLW\ LQW H\ ODRODKE BB DOHV FULEH DOO VP\BKIIW RIHSIRWWWH | X
XVHV WKH WHUPLQRORJ\ VHW IRUWK E\ WKH 6(& ?2Q LWV SULYDWI

$PRQJ DOO PDMRU W\SHRW A SHQWDXWH POBEW D X DX\ O QG IDPL
GHILQLWLRQW ' REUD ONDO 6WUHHW 5HIRUP DQGF¥RQVXPHU 3URWHE
'RG)® D HRAVU H P R Y HG. WWAKRIDHL IF SULARRD 6 (& UHJL\L\G Y B WWR 8 Q RU
DGYLXHUK IHZHU WKADRLOOFD INHQWYS LQ WK HAIHKHKOBWR U\ OD QG \
HVWDEOHYEK®I GHILQLWLRQV RI YHQW XU H R DISK BWD QV KHX/GHV VDG F BY
SULYDWH IXQHGM PERMIPE& W KH QHZUHMAIX GPARHIBMGLWLRQ SULYDWH

ZLWK OHVV WKDQ PLOOLRQ ERQDWIMMHNEMWEWEH PDQDJIJHPHQW

22 7KH 6(&TV TXDUWHUO\ SULYDWH IXQGYV VWDWLVWLFV UHOHDVH H[SOLFLWO\ VV
not mutually exclusive, meaning thensafund could potentially be referred to by multiple narS&sC,Private Funds

Statistics January 29, 2019, at https://www.sec.gxisionsinvestmenfrivatefundsstatisticsprivate funds
statistics2018q2-accessible.pdf.

25 For example, some experts define private equity as an alternative asset class that includes all assets beyond the three
primary asset classésstocks, bonds, and cash. For more details, see Benoit Leleux, Hans van Swaay and Esmeralda
Megally, Private Equiy 4.0 Reinventing Value i@ation(The Wiley Finance Series, 2015).

26 SEC,Form PF +Reporting Form for Investment Advisers to Private Funds and Certain Commodity Pool Operators
and Commaodity Trading Advisarat https://www.sec.goaboutformsformpf.pdf.

27 For more information, seERS Report R41350;he DoddFrank Wall Street Reform and Consumer Protection Act:
Background and Summargoordinated by Baird Wehel

28 This previous exemption counted every fund as a client as opposed to each invBstdXiQ G DV D FOLHQW 6(& 36(&
Adopts Dodd)UDQN $FW $PHQGPHQWV WR ,QYHVWPHQW $GYLVHUV $FW ~ SUHVV UHO|
https://www.sec.gowewspress20112011-133.htm.

2917 C.F.R. 875.
30 6 (& PAvate Fund Adviser Overview Btips://www.sec.gowdivisionsinvestmentguidanceprivate-fund-adviser
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>'YSeAF o7 —ece

$ SULYDWH HT3RWE D H® GQMYMH DWHIBNG WF B B 0L ARERIQ G M B WW B RHW V
QRW RITWHKHGSWRPK MYV RZQHUVKLS VWDNHV % 8J SYDWBWHXL KWHN O G
IX QLR Y H Y ROX GHHER UKW K LQGLYLGXDOV DQG IDPLOLHV SHQVLRQ
EDQNV DQG LQVXEB36FR UFRREDWRHBHARXQRLQVWLWXWLRQDO
LQYMY@RHVWHG LQ IXQLG\B BHOKNDRIMRER B/HH GV K D @ K B VRIH W V

LQ SULYDWH HTXLW\

Z—e7>ZM 4G o e

9HQWXUH FDSLWDO IXQGV DUH VR XVVFEKYHER W\W QR WWXS K LIV QFLQJ
KLMWHFK V30WWWORSMM WREEDEO N ISH V6 (&VH VW BEEHI LQKWERQ IRU YHQW X
FDSLWBIRIXQMR EH FRQVLGHUHG IRU W K H URPQ RHUMA DR DS L @DHDV W/[R:
FRPSDQ\ UHJXODW R UK b MEKRMBBIGAHHEDWW X H D Y HQWIXQ®BIRWW U D W
ERUURZ | XREGHOQUY WRDQEKR X 0 @ K PRG H WRKI DIQVMNIDS L Q
QRIXDOLI\LQJ L QO/RR/QUPRIY WHA 7TKRIQGH WOLAR GW HQWWURQG BRSLWDO
IXQ@HHGV WR EH PTHW QIQN\RIRGHWHWROPH WRU\ H[HPSWLRQ

ZeoZ¥—e

+HGJH IXQGYV DUH SRROHG R QANHHRSBRRUIMAS HYFEK FOLDEVD HWHW\PK-DQWY
SUDFWLFHV WK DX PKOH X Bl O DBKRENBDSPRQJ LQY HBWIR UXQ &V

D LAR UFHR Q W U RAY K LROVDR H B DROVHBR/H I K W W U XFFRUWOSLOHH GHBIRWKY H G
SHUVLVWHQW X&GHGSH UNBUP N FREMJUGXGH DQ DQQXDO DVVHW
PDQDJHPHQWWRHRRDVVHWY XQGHU PDQDJHPHQW DV ZHOO DV DQ
SHUIRUPDQFH IHE RQIBRUXARRXWE PRWLYDWH D KHGJH IXQG PD(

resources.htm

3! Private equity funds could also invest in publicly traded companies, espgciethasing the controlling stake of
public companies with a combination of debt and equity, often referred to as leveraged buyouts.

32 SEC,Implications of the Growth of Hedge Fundsaff report, September 2003 hps://www.sec.gowewsstudies/
hedgefunds0903.pdf

33 Brian Boyer et al.Private Equity Indices Based on Secondary Market Transactiatsonal Bureau of Economic
Research, Working Papno. 25207, November 18, 2018h#ps://www.nber.orglapersk25207.pdf

34 The SEC defines a venture capital fund as a private fund that meets the following conditions: (1) Represents itself as

pursuing a venture capital strategy to its investors and prospective investors; (2) Holds no more than 20% of its

aggregate capital contributions and uncalled committed capital in nonqualifying investments, other themshort

holdings; (3) Does not borrgwrovide guarantees, or otherwise incur leverage, other than limiteetestmort

borrowing; (4) Does not offer its investors redemption or other similar liquidity rights except in extraordinary

circumstances; and (5) Is not registered under the Inves@aempany Act of 1940 and has not elected to be treated as

D EXVLQHVV GHYHORSPHQW FRPSDQ\ 4XDOLI\LQJ LQYHVWPHQWY JHQHUDOO\ F|
FRPSDQLHV® WKDW DUH GLUHMENMR@ATRBIHLUHG E\ WKH IXQG

35 See dscussions of Title XXV of S. 488 (11%Congress), ilCRS Report R453080BS and Investor Confidence Act
(HouseAmended S. 488): Capital Markets Provisioosordinated by Eva Su

36 everage refers tasing borrowing to increase investment exposure as well as risk-s@fiong is placing

LQYHVWPHQWY WR JDLQ UHWXUQ ZKHQ W D U JHetgelfundsV DMWYV IDOO LQ SULFH 6(&
https://www.sec.govastanswersinswershedgehtm.htmi

S71LU .DLVVDU 3,1 +HGJH )XQGV $UH /DJJLQJ :KBlognbekgHrebriBry 19, BRIDXFK ORQH\"’
athttps://www.bloomberg.corapinion/articles2019-02-19hedgefundslag-sowhy-do-they-havesomuchcash

38 6 (& Heédge Funds’Investor Bulletin SEC Pubno. 139 Februarny2013, at https://www.sec.gowivestoralerts/

ib_hedgefunds.pdf.
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JUHDWHU UILISHNRILIHWKHDAVRLQJ D ODWWHMW R @GEU WKUIHRDIQHF HMWIR UV C
KHGJHVIE@GU WKH GRZQVLGH ULVN

SULRU WR)WRBNRIGGX KEGH\GZHUH YLUWXD@® \UXQ X & OXDMRIMGXH U H
XQDZDWHKHRKHGJIH I%QLGH DLLON\VHFHWWPHQW VWUDWRJIIKHHY DQG QXPE
'RGBUDQN $FW PDQGDWHG PRUH GHWDLOHG UHSRUWLQJ RI KHGJI
&RQILGHQWLDO ILOLQJV ZURB KUWHE H B ‘VXKIR\GSVE W BB/EQRX R X V

G LV F XWRWLKR-QAMKHGEW HVIDHQEBU H H[FBIQ & LW K H L UWVHAMRKH. QX P G LQG XV WU\
UHPDDEWHDN QHW DREHRXQMmM Y BIONKRIGH

S—'e¢2s EZce

YDPLO\ RIILFHV DILM R\R D WVWPHHON PDQDJH WKH ZHDOWK RI IDPLO
RIITMKHLU VHUYLFBQ GV RBUHKHHH OXE®IOFO\ H [UHP\S WR QU R F*BX & UHPH.Q W\
$FFRUGDQJ WHRS RIULUR X QGKVWRA®W L O\ RAHWFHHWVWDEOLYKHG DIWHU
2ZLQJ WR WKHUDMH[BORVILFHW\UHFHLYH PLQLPDO KIMYKNODWLRQ D
JURZ®@SIL®OUV HF H D QUGB ER W W6l BWH DAVH FRIFDR S W L R/QR AKRHUG J H

IXQG PD@XRHVROHO\ PDQDJH*WKHLU RZQ PRQH\

PublIVe r sRr 4 v Butned s

7DEOFRPSBXHEWLF DQG FHUH YD WHMBKWIDMILIFNUHQFHY EHWZHHQ SX
DQG SULYDWH WKPIGNRQQRAXGHH[DPSOHYV

X S5LMNSULYDWH IXQGV QRUPDIOWN DQYHWW DQ &K IGIKSOR\ PRUH
YRODWLOH LQYHVRBHQ IWPREWWDWODWHIVIXQGV IRFXV RQ
IXQGLQJ IRUZKWIBMHWIXER/H U HZQ W B\ KLLUWKMIUHERVVLELOLWLHYV IR

39U.S. Congress, House Committee on Oversight and Government Refiedge Funds and the Financial Market
hearings, 110Cong., 29 sess., November 13, 2008, H.Hrg-582, Serial No. 11210 (Washington, DC: GPO,
2010), at https://www.govinfo.goebntentpkg/CHRG-110hhrg56582/df/CHRG-110hhrg56582.pdf.

40 SEC Form PF defines a hedge fund as any private fund (other than a securitized asset fund): (1) with respect to which
one or more investméradvisers (or related persons of investment advisers) may be paid a performance fee or

allocation calculated by taking into account unrealized gains (other than a fee or allocation the calculation of which

may take into account unrealized gains solelytHerpurpose of reducing such fee or allocation to reflect net unrealized
losses); (2) that may borrow an amount in excess chalfeof its net asset value (including any committed capital) or

may have gross notional exposure in excess of twice itsset @alue (including any committed capital); or (3) that

may sell securities or other assets short or enter into similar transactions (other than for the purpose of hedging
currency exposure or managing duration). The definition of a hedge fund for Fagoorposes also includes any

commodity pool an adviser reports on Form PF. See BE@te Fund Statisticsathttps://www.sec.godivisions/
investmentgrivatefundsstatisticgprivate fundsstatistics2018 q1.pdf

4 6KHOO\ +DJDQ DQ GOmdyh,Mah@ CdpakAn@ngHedge Fund Casualties in Dismal 2018
Bloomberg December 27, 2018, https://www.bloomberg.coméwsarticles201812-27/omegajabre capitatamong
hedgefund-casualtiesn-dismat2018

42 Under the DodédFrank Act, the SEC establishG D OHJDO GHILQLWLRQ IRU IDPLO\ RIILFHV LQ

offices final rule, a family office is any company that (Y R YLGHYVY LQYHVWPHQW DHZQMFH RYO\ WR 3IDPL
defined by the rule; (2siwholly owned by family clients and is dusively controlled by family members and/or

family entties, as defined by the rule; and (®)ed not hold itself out to the public as an investment adiigeLFR

§275.202(a)(11)(G)1- )DPLO\ RIILFHV DQG VHH DOVR 6(& S WAdbyty RUtIddebDod DQG ILQDO UX
JUDQN $FW '"HILQLQJ p)DPLO\ 2IILFHVY ~ SUHVV UH OénSpveds2014 ZD HI- DW KWWS
134.htm.

43 UBS, The Global Family Office Report 2018 https://www.ubs.conglobalkenivealthmanagemenshnwiglobak
family-office/globakfamily-office-report2018.html

“4/LQGVD\ )RUWDGR 3-RKQ 3DXOVRQ O0FKi@aaclal BikesWaniarQ2p, 2019, atHGJH )XQG ~
https://www.ft.comé¢ontentB46c68d21e8411e9b2f7-97e4dbd3580d
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EXVLQHYV V& D WERAIGHD WHORKKBN®EN H D W H W B EIRQLUR\Z
PRQH\ WR LQYHVW OHYHUDJH ZULWGERUIQWE PXOWLSO\ WKF

5HIXORWUR®YDWH IXQGV IDFH OHVV UHJXODWLRQ UHODWLYH
H[D P SAKHH USHDE/XIQFGN Q H KD E\WR FDOFXODDMHEGDLO\ YDOXDW |
PDLQWDLQ@RHOLRMIHFSRUWLQJ SULYDWH IXQGV DUH QRW VX
PDQGDWHYV

,QYH\DWRHSVLYDWH IXQGV DUM\ DHELWKB QXPER WRH
LQYHVWRD®HWRK\ ZKL O H BXHE OLYAVIROPE&D H7RM WM W R U V
UHVW ULB W PRIGQRWWBWDWQ LYIKRWRB SHUFHLYHG DV OHVV
VRSKLVWLFMWIH GHQHUDOO\ KLJKHU ULVN DQG ORZHU OHYHO

3RUWIROLRLRRMRIDEHP ISQ WY D VR B FXQUWXRIXK) EDSLWD O
W\SLFDOO\ XVHV FOLHQW IXQGV WR REWDLQ D FRQWUROOLQ
FRPSDERDOOHG D SRUW IRQERQFMRPBOQLQIJ LQWHUHVW QRUPDO
WKH SULGKDRVKDIXKE) VK EBE\S R UW | f/OR RHRFDRSIDRQ YV 3XEOLF
IXQG&Q FR QWS DFRDROW G DUHHEFRMOW IROLR FRPSDQ\ PDQDJHPHQ'
DQG RSHHPPMBRWQRXJK VKDUHKROWGHU YRWLQJ SURFHVVH

JLTXLE DWTDMLGUHIHUV WR KRZ HDVHEWULW WR/ EDUMDKRK WH O O
DIIHFWLQJ WKH SULFH 3XEOLFRIXQGYVEBABREMQRILGHUHG OLT
WKHLU UHGHFEWQREY IWDDYEKBVSDVYDWH IXQGV DUH
FRQVLGHUWHG LOOLTXL

2 +ROGLQJ SHULRG

X 3ULYDWH IXQGV RIWHQ LQYHVW LQ SULYDWH VHEXULWL
WUDPGHKEGY FDXVHV SUQRDREDDMOWR WRLW IRU WKUHH WR
VHYHQ \HD WO [ETHK R&IHWD BIFAXQMH OLTXLGLW\ HYHQWV
DUM\ SLFR®SDQ\ EX\RXWV RU LQLWLDZW ISKEWHF RIIHULQJ
X Q@VSLRHDML]H WKH JDLQV RU ORFOMZKHQVKHLU LQYt
SRUWIROLR FRPSDQLHY DUH VROG RU JR SXEOLF

X 3XEOLF IXQGV PRVWO\ LQYHVW LQOBNKEOLFO\ WUDGHG FI
FRQVLWRUHG LPPHG L D3XIE GLLFT X)XQ@BMNDNUHL FW H G
IURP LOQQYHVYQ SULYDW W HUHW R UQWSIXHEWO LEXM( QG UHJXODWR
UHTXLUNKIFEGEDY O\ YDOXDWLRQ PDNH SULYDWH LQYHVW
RSHUDWLRQV OHVV SUDFWLFDOFIRXIQEXYEODBHINQGYV $V V
IRFXV RQ SXEOLFO\ WUDGHGE MHAKBD YWD B QG HKDAHHNG R
SULYDWH VHFXUUISWLHYVY LQYHVWPHQWYV

45 Formore details on private securities, €RS In Focus IF1074Private Securities Offerings: Background and
Legislation by Eva Su

46 Cendrowski et al Private Equity, Second Editiordistory, Governane, and Operationslohn Wiley & Sons, Inc.,

2012.

47 For more details on initial public offerings (IPOs), €S In Focus IF10855 DSLWDO $FFHVV ;32 DQG 3,32 2Q
5D P Sy Eva Su

48 For more details,ee Jeff SchwartZhould Mutual Funds Invest in Startups? A Case Study of Fidelity Magellan
Fund{ Mvestments in Unicorns (and Other Startups) and the Regulatory Impli¢c&ehrsiary 3, 201N orth

Carolina Law Reviewyol. 95,n0. 5, 2017 University d Utah Collegeof Law Research Paper no. 261,
https://ssrn.conabstract2911394
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2 3XEOLFO\ WUDGHG SULYDWH IXQGV

x 6RPH Rl WRHOIRIUWGIEW BDQDIDAHVISOQEODLFO\ WUDGHG
DQWKXEORIWR FRFSMRFN OH YH® LO/L P X DRMVW K D W
SXEOLF LRD@LWWHEWO\ SXIXERR N SDWKHRWANY DQG
JDLQ H[SRVRRPSWIS WHANB QG LQYHVWPHQW SRUWIROLRV I
Z KR GXE OL FO LDMWHHGY PDQDJHP H®MX LGP ¥ ULRXFO X G H
0DQ *URXSLRIFEDSLWDO 0RQ@BJHFHDPMVWRQH *URXS
DQG ..B MHPDQDJHG®ULPRRRIEQ HG

X 3XEOLFO\SWUDIBWAX MRGKXUUHQWO\ DGKHUH WR SULYDW
FRPSOUMJIKHUE®BQUWHW \UV LABWL® OO LF VHFEXULW\
RITHULQJ VWRBGI®D SGVYYDWH 1XQG VERMBIOHIDUNVHO\ DQV ZH L
GLUHFW IXQG LQYHVWRUYV DQG SXEOLF VKDUHKROGHUYV

4 These fund managers are private fimgstors, but they may not invest in private funds exclusively.

50Lin Sunand Melvyn Teo,Public Hedge FundsJournal of Financial Economig®©ecember 10, 2016), at
https://ssrn.conabstract2883416

51 SeeCRS Report R4522Lapital Markets, Securities Offerings, and Related Policy IsdyeEva Sifor more
details orregulatory requirements affecting public and private securities offerings in primary markets.
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Table 2. Summary Characteristics and Risk Profiles of Major Public and Private Funds

NAV Publicly
Fund Type ($trillions) Offered Main Investors Disclosure Risk of Loss Redemption/Exit Leverage
PublicFunds  Mutual Funds 17.7 Yes Retail, institutional High Low Endof day Yes with cap
Closedend Funds 0.3 Yes Retail, institutional High Low Intraday Yes with cap
(secondary market)
Exchangeraded Funds 34 Yes Retail, institutional High Low Intraday Yes with cap
(secondary market)
PrivateFunds  Private Equity 2.8 No Institutional, certain Low High Buyout/IPO Yes
qualified retail
Hedge Funds 3.8 No Institutional, certain Low High Quarterly Yes and
qualified retail + lock-up period typically figh
Venture Capital 0.1 No Institutional, certain Low High Buyout/IPO No (unless
qualifiedretail limited short
term)

Source: CRS. NAV data from th&ecuities and Exchange Commissiand Investment Company Institute.

Notes: IPO = initial public offerindBuyout = the purchase of controlling share of a compaV = net asset value. Public funds NAV as of ya&zd 20B, private

funds NAV as of ¥ quarter 2018. The summary characteristics are for selected funds and typical situations only; they are not inclusiueatibal.s

CRS-11
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Ot h Borr ms AsosfMh na ge me nt

2WKHU IRUPV RI DVERW R\ Q DO@MARH DKKHOS XEOLF RU SULYDWH IXQC
Joe'—ZBNEY ™M _F_NE 7 ce

WXVLQHVYV GHYRPEROSHEHQOMWWH FERBH)&GY WKDW SULPDULON LQYHVW
GHYHORSLQJEXY WOKHDWHWHQHUDOO\ SURYLGH RSHUDWLRQDO DV\
DGGLWLRQ &RRQ IDEHEAIAYEINGQ LOPHQGPHQWY WR WKH ,QYHVWPHQ
$FW RIWWRDNH FPRUWMDULHDGLO\ DYDLODEOH WR VPDOO GHYHORS
FRPSDQLHY WKDW DUH QRW DEOH WR DFFHVV SXEOP¥ PDUNHWYV
%'&V DUH QRW HUH VXN HWHAI WK WKH 6(& D\DQWKNKY WHKHQNMAMXFRPSDQL

UHIJXODWLRQ WK DXQV PVERBERINDK BXLQUG VW BRXW K WDSDMEK@GIKE O L F
RITHUDQBNEMHFW/(&URI SROWVLQJ BFHTXLUHPHQWYV

Z—el™dd e

$ KQG RI XD GQ LNVAEK@W VL Q YRHIW KHAK HX IXGN\G R [ XII®PW GHVLJIQ
WR DFKLHYH DVVHW DOORFDWLRQ GLYHUVLILFDWLRQ KHGJLQJ
HVWLPDWHY WKDW D O P RMNEEDHM VR IL Q ERON B H UL VANHEIWH G

Oper adlf@omponent s

7KH DVVHW PD QD JHPHIDWHVQGX DWRPB® H[ V\VWHR ZQWELPDQ\ FRF
GLITHUHQW WDSHY/ YRLWNREGY P H & L B WLHHRAW L R QR 8 HSUABOW.MR/Q W K H
W\SLFDO SPNOAHRMXKIBRPLQHQW DFWRIX\) & X0 URLIHQUWW K H

RS HUDRN LVRIQHE X VW U\

OperatibBumdof a

) X Q ®\X'S L FREBAHA\D W H W IKIWR R DIQ DJ H P H Q W \F RKPHS DDLUV VI & 0 & V
PHDVXUHG E\ DVVHW YV DXUQHG M K REEQIFE H P$DEWRD QDJH PXOWLSOH
IXQGV Rl GLITHUHQVKBVDSH VQ YB VWK PXQ@G® 0D QW KIBDMH G WVE I QHIPHAQ W
$0& WR PDQDJW WRHWXRGLR FRAUTRMQIXRIGIODOXE WUDWHY WKH HC
LQYHVWRUV RZQ WKH IXQG D Q GFKRQWRGLLIXQWV HV B DI XX DRUIG LWWR/HV KK,
DQWBKH PD@MG VR L QWHKUDFRXDWHUSDUWLHY I'RU RWKHU WUDQVDFW

52.S. Congress, House Committee on Financial Sen@rasjl Bugess Credit Availability A¢treport to accompany
H.R. 4267, 118 Cong. 29sess.H.Rept. 115646 (Washington, DC: GPO, 2018).

5317 C.F.R. 8270

% 6(& SURSRVHI@E &f Rudds Arangements '"HFHPEHU S Unittps Ywlhw e ¢idowilids/ D W
proposed?01883-10590.pdf.

55 Hiroko OuraH W Dh®@ Asset Management Industry and Financial StabilBjobal Financial Stability Report

IMF, April, 2015, at https://www.imf.org/mediaXWebsitedMF/importedflagshipissueséxternalpubsft/ GFSR/
201501/pdf/_c3pdf.ashx.
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Figure 3. Operation of a Mutual Fund

ASSET MANAGEMENT
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shareholder rights
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COUNTERPARTIES . INVESTORS

Shares

CUSTODIAN
Safeguards client assets

Source: CRS

Key Intermediaries

7KH PSOQ\HUV VWESRDWMHW PDQDJHPHQW KR G N \VPRW\HLQ EDKBW ON
UHODWHG WR W R/ F& EBMROMA DS GRBANK H UWVH DRRIRE LM R U
DGPLQLVWUDWXHGEXYPWLR WHVHDUFK DVVHW VDIHNHHSLQJ D
% H F DIX\OHs V' D ILLH) DQ VIRD OV SRR OFSWW R LOQNHHAWAPRIW IDGYLVHUV DQf
EURBHDOHUV DUH WKH PRVW FRPPRQO\ XVHG KIHWDHBPWLIR@H V D Q
G LV FXNHY VBDOGUFNRK GO R\ H U VU HATKEB\G S/HODY LW P D GROHFEN QW
GLVFXVVLRQV

—YZcee—LVel>e

$Q LQYHVWPHOMQDSNUVRQ RW ILUP WKDW IRU FRPSHQVDWLRQ LV
SURYLGLQJ DGYLFH WR RWKHUV RU LVVXL®JQHBRURMHQRU DQDO\
DGYLVHUVLHFROXEHOPRQH\ PDQDREAVXO WORNWRHQRMBFLDO SODQC
RWKHUV ZKR SURYLGH D'GQYHANVDERQW D8 FBYEWMVIPOHWLQI WKH
GHILQLWLRQ PXVW UBSVVRNH WKHAM\NE BYBHURRQ G UHJLVWHUHG
LGHWWPHQW’DGYLVHUV

56 §202(a)(11) of the Investment Advisers Act of 1940.

76 (& 3)DVW $ayasiieiht Xdvisers” DW KWW SV fagtadswetdRsdesihvadvhtm.html.

53¢ EURNHU RU G isterédHwith We<SED/under teHSkcurities and Exchange Act of 1934 is excluded from
the Investment Advisers Act if the advice given is: (i) solely incidental to the conduct of its business as broker or

GHDOHU DQG LL LW GRHV QRWDWERQYHROURRBURSHELRO FRPBVWPHQW DGYLFH
SEC Division of Investment ManagemeRggulation of Investment Advisers by the U.S. Securities and Exchange
Commissionwhite paper, March 2013, at https://www.sec.gbeltbfficesbialboia_investmanplaze042012.pdf.

59 SEC, Office of Compliance Inspections and Examinations (OQIH)9 Examination Prioritiesat
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»""Zy 2SeZ>e

%URNHGWD®@EUY DUH RIWHQ GLVFXVVHG WRJHWKHU EXW WKH\ D
%URNHUV FRQGXFW VHF X U SW/LKHHR UWVHU@HWYIDE @A DR DR/P IFRLY RIWRKH B @

V HF X WID/MDHIVO H B FWEXULWLHV WWKDHYLMD R WA FORW RK BWRN H U V
DQ@®HDOHUV PXVW UHJLVWHU ZLW KV WK HG (@ FIDRE) DGR RFFRP SO\ ZL
RUJDQL]DWLRTKH B5QDQFLDO ,QGXVWUY 353X 0 DANRIGE2$ X WKR UL W\
IRWEHJRBHDOHU L6 WWWHY DQG HGIHRNGHY BXBNMUFRQGXFWV
HIDPLQDWLRQV DQG XBRWB®ERI LQYHYMWBW KEHUYLVHY DURXQG
PHPEHUPYQG LQGLYLGXDD UHJLVWHUHG UHSV

Different Standards of Care: Inv estment Advisers Versus Broker -Dealers

Investment advisers and brokdealers play similar rolesith regard tohelping retail and institutional investors
make financial decisions. However, they are subject to different standards of care, with tightiardtafor SEC
registered investment advisers:

x  Fiduciarystandard for SE@egistered investment advisetsan investment adviser isf@uciaryvhose duty is
to serve the best interests of its clients and fulfill the duties of loyalty and care. Fiduciari@sligated to
SODFH FOLHQWV: LQWHUHVWY DKHDG RI WKHLU RZQ

X  Suitabilitystandard for brokerdealers® the suitability standard generally requires a brekealer to make
recommendations that are consistent with the interests of its customers.

Research citethy the SEC shows that retail investors generally do not understand the difference between
investment advisers and brokeealers or their different standards of car®imingto improve the quality and
transparency of financial advjdee SEC finalizealpackage of rules, including Regulation Best Intfes€C.F.R.
§40) in 2019

7oee"e'S—ce

&EXVWRGLDQV SURYLGH VDIHNHHSLQJ RI ILQDQFLDO DVVHWY 7KF
KDYH OHJDO RZQHUVKLS RI DVVHWYV EXQN BWKHH WRR/AWE&VEZKWK KR O
DGPLQLVWUD 8§V H HOWEMRERHEE/G HWY O HVY 0DQDJHPHQW 5LVNV DG
5H J X O DWHIFRIMRKILIV'S RICHAQ W D V V R WY HERUE\ MERYXNOHEY BDUW RI WK H
UHJXODWRU\ WHT X U B MWRHHFGAELL/GNOHENB RV DY B\BHHVRILMWHD UGHG
E\DTXDOENM\MWBR & RDRDLQWDLQV SRVVHVVLRQQDWIGHFEIMWRO RI WK
ILQDQFLD®&DPNNWROR'GID VUW\RWWHHPER VW RRXAWWRGLD@M\SEKRIPERQHQW
RDVVHW PDQDJHPHR®WDR S H HWAKRIHOORQ - 3 ORUJIJDQ 6WDWH 6V
ELWLIWRXISLFH DURXQG WUQGGUR@XRWR@REDO DVVHWYV X

https://www.sec.goviles/OCIE%202019%20Priorities.pdf.
60 15U.5.C.878c- Section 3(a)(4)(A)

61 15U.S.C.§78¢c- Section 3(a)(5)(A)

62 Depending on the nature of the brokiealer activities, they could be subject to the requirements of the Financial
Industry Regulatory Authority, national securities exchanges, or the Municipal Securities RulemakingsB@ard.
Division of Trading and MarketsGuide to BrokeiDealer Registrationinvestor Publications, April 200&t
https://www.sec.govéportspubdivestorpublicationsdivisionsmarketregbdguidehtm.html#l11

63),15% ABout FINRA ~ DBtips://www.finra.orgdbout
64),15% 3.H\ 6WDWL VW btip¥:./MWW.finra.orgi®ustoomgtatistics
65817(f) of thelnvestment Company Act and 17 C.F.R288.17£1-270.17£7; 17 CFR8275.206(4)2.

66 Fidelity Digital AssetsCustody in the Age of Digital Asse@ctober2018, at https://www.fidelitydigitalassets.com/
bin-public/060_www_fidelity_comdocumentd?DAS/custodyin-the-ageof-digital-assets.pdf.
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— e S 7Z> VI EZce

7KH DVVHW PDQDJHPHQW LQGXVWU\ LQ LWV HVVHQFH LV DOVR D
DJJUREGDMWD DQG DQDO\\GANFIRADR QA QUWWKR WRSKLVWLFDWLRQ R
LQGXVWUHFKQRORJ\ DQG D Q [EMW DVY MGRUHDIDIHG SRY LGHUV LQF
QDWLRQDO H[PIKIEQWHIFBGBIHR D\Y & WNH®H U H UMD/REKY H G

‘Z1> it oeeZ-

$ SUR[\ YRWH LV PWKRWN ROVEHED 02 KR B DV KDRUI KSKOWGLHW O O\ D W W
VKDUHKRO G HWK IPPH HMWKKR Y DVW PDMRUYWW R V \CRIDH BRE WG H U
UHTXLUHV LQYHVW P HIR&W ROLGINVIHY W VAR FFRWH U GWHHEBWW DQG GL
WKHLU YRWLQJ SRW)RFH_@MGIKDWU/HHFRUGVVKDUHKROGHU PHHWLQJ
ZHUH PRUH WKDQ VKDUHKROGHU PHHWLQJSV8RGHRIOWK®J RYH!
FXUUHQW WD WHHKPR OHBLHUUWVRRADARVY W KD Y D U L H WW IRD \V QDAWH/XPPHIGW B H L F
IXQFWLRQV RI IRUZDUGLQJ SUR[\ PDWHULDOV FROOHFWLQJ YRW

SUR[LHV WDEXODWLQJ SUR[LHYLDBABGHIMM OMEBABEVBVY R\ WKV XH\RP
V\W HED DWW U BB WRIGR OG F\E WWH D WBBAIRJY URIRUP

Re gudmand Ri s k Mirtaingeaw oirokmns

7KH DVVHW P DQ D\ PHQUW DO®MNWW LKLVWRU\ LV7KHODWIUHOW ORQ
UHJXODWRIRYBHILIPG WKH DVVHW PDQD FRPISQWEHREIYWU\ ZDV Q
IURP LQFHSWLRQ EXWK URWXH BDEH YLWAOHRBDMVMBLRQV RI DGMXVWPHQ
7KHUHI\WKH DVVHW PDQDJHPHQW LQGXVWU\ LV RYHUVHHQ E\ D VF
UHL}ZH ZLWK DUHDV Rl GLVFRQQHFW EHWZHHQ EXVLQHVV SUDFWL
WKHRP

&RQJIJUHVV FUHDWHG WKH 6(& GXULQJ WKH *UHDW '"HSUHVVLRQ W
FDSLWDO PDUNHWYV (WKO\VSRRODAFROBRQUVIFODRVXUH ZLWK WKH V
LQWHQWLRQ WKDR\P SHXE OH FAWRDHDWHEWK DERXW DQ\ PDWHULDO |

" $VVHW PDQDJHUV DQG WUDGHUV SD\ IHHV WSRIIMEEstash OfersMdBs@D O H[FKDQJHVT
funded by trade execution through brokiealer trading desks (soft dollar). In Europe, the second Markets in Financial

Instruments Directive (MiFID Il) has mandated European financial institutions to move away from soft dollar

arrangements and makesearch pricing more transparent. MiFID Il has already affected U.S. research services and

generated policy implications globallgiobhan Riding 30L)," ,,1V 7UDQV SDUHQ Fkinaxc@HvesR *OREDO ~
January 20, 2019, attps://www.ft.coméontentf2a46c414bd4358092a03dd0bae8daf3

68 & )5 ¢ 6 (& | LRY&DValidgbHIinvestment Advisers -D QXD U\  https://mvidwgec.gov/
rulesfinal/ia-2106.htm

69 Please note that because 95% of proxy votes were cast through an electronic platform run by Broadridge, the
Broadridge statistics approximate the statistics of the whole industry. Brgadel Statistics and Performance
Rating athttps://www.broadridge.comassetg/df/broadridgeproxy-seasorstats.pdf

v & )5 t+% D Q G Conceft Rledse on the U.S. Proxy System X O\ DW
https://www.sec.goviilestoncept201084-62495. pdf

"6(& &KDLUPDQ -D\ &0OD\WRQ 36WDWHPHQW BQQRXDBURJ\ 3(&RAMDMM 5RXQGWDE!
https://www.sec.gownewspublic-statemenstatemenainnouncingsecstaffroundtableproxy-proces; and David Katz

DQG 7UHYRU 1RUZLW] :DFKWHGCoBgresk Biwveases Fsdrdnie Qn ProRyWidvisdry Firm3 D \

23, 2018, ahttps://corpgov.law.harvard.ed01805/23/congressncreasegpressureon-proxy-advisoryfirms.

72 6 H Re@ulabry and Risk MitigationFrameworks V H FohiRréport for information on the laws and regulations
WKDW JRYHUQ WKH DVVHW PARIEAIdY BéttiphVot G cussMhiot fubdaiiaid without
SEC legal definitions. Certain fund definitions are not mutually exclusive in practice.
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WR WKHLUDQBFWHEBVARWNEBWHG ZLWK]ERYH VERIQQJIU HY WIHKHPOL]HG
WKDW WKHEGVBESBRRBK DORQH ZDVIQBWGHQRRIK MNRGCEHEXNUYH L
LQ WKH DVVHW PDQDRKHPK QOVRXQGXKMWGE \L Q &RIQHUHW DXV V
GLUHFWHG WKH 6 (& HWDR) FRADXGEA FRWQ IMKRH LIXNEXHLF SsWLOLW\ +ROGLQ
$FW RI™7KH 6(& WRRIDURXUHVXO®SD QW VQVRARXUWK VL[ DGGLWLR
VXSSOHPHQW®HBDVHESRQWWKH 6(& UHVHDUFH ®QG VXEQBHINWQW KH
LQWURGXFHG WZR QHZ ODZV WR JRYHWREGNKNWRNABW BRBOBDBPHC
$FW RI WROGHVWPHQW $GYLVHUWWEFWXBWIK O QWHERBWH

WKRVH ZKR PDQDJH DQ®@ GH MW UICEYXHWRAV RUFNG NOMMIRDWEBFDI®R KR Q HV W C
GHVFULE®GLWEBZXDIOLBKQHWBZGO\ WR WKH DVVHW PDQDJHPHQW L
IROORZV

X $VVHW PDQIRMPHEXWIW FRPEB\WKH ,QYHVWPHQW &RPSDQ\ $F
RUD IHQHP SWULAREVY UHTXLUHPHQWYV

X )XQWRUWIROLR PDQDJHUW/Y RHQUY/PHEBRPIHYWHU ZLWK WKH
6(& XQGHU WKH ,QYHVWPH®W $GYLVHUV $FW RI

X 7KH IX\WE&MP VBIGMIFX UD QUEKIXN V XIEINGHHRMD QV RHF X UL W LH V
UHJXODQVURQDWLRQ WR VHFXU L\ E®OW GHFXWLQW LHYG WUDGLQ
$FW RI DQG WKH 6HFXULW®HV ([FKDQJH $FW RI

73 6 (& What We Do~ btips://www.sec.gowirticle/whatwedo.html
7415 US.C. 82c.

75 SEC Historical Society, QYHVWPHQW &RPSDQ\ 5HIXODWLRQ 7KH ,QWHILFDFLHV RI DQ 3(C
http://www.sechistorical.orgiuseumgalleriesicr/icr02_rules_of _new_game.php

6 Louis Loss, Securities Regulation Fifth Edition, Volum&/lter Kluwer
TConWHQW RI WKH WH[W BNat WHDoH Dtis: RmW6 ek . gd¥irticle/whatwedo.html

B6(& 3)DVW $HQyasiitht Company Registration and Regulation PackageW KWW SVv/ ZZZ VHF JR
investmentiastanswerdglivisionsinvestmentinvcoreg121504htm.html#P46_2920.

7 6 (& In¥estment Company Registration and Regulation PackagdBtiys//www.sec.govihvestmentastanswers/
divisionsinvestmentinvcoreg121504htm.html

Congressional Research Service 16



Capital Markets: Asset Management and Related Policy Issues

The Laws That Govern the Asset Management Industry
Investment Company Act of 1940 ( P.L. 76-768)

Thisact regulates the organization ofvestment companiesindis designed to minimize conflicts of interest. Th
act requiresinvestmentcompanies talisclose their financial conditiemnd investment policies to investorEhe
act focuseon publicdisclosure of information about the fund and its investment objectives, as wafbasation
on investment compny structure and operations hE act doesnot permit the SEC to directly supervise the
investment decisions or activities of these companies or judge the merits of their investments.

Investment Advi sers Act of 1940 ( P.L. 76-768)

Thisact regulates investment advisetsgenerallyrequires that firms or sole practitioners compensated for
advising others about securities investments register with the SEC and conform to regulations designed to
investors. Since thact was amended in 1996 and 2010, generally only adviserhatm®at least $100 million of
assets under management or advise a registered investment company must register \@ECthe

Securities Act of 1933 (P.L. 73-22)

Thisact is alsoreferred to as thetruth in securitigaw. It (1) requires that investors recive financial and other
significant information concerning securities being offered for public sal@apobhibits deceit,
misrepresentations, and other fraud in the sale of securities.

Securities Exchange Act of 1934 (P.L. 73-291)

Thisact created the SEC and empowersatth broad authority over all aspects of the securities industiyis at
gave theSEC theauthority to register, regulate, and oversee brokerage firms, transfer agents, and clearing
agencies as well as the natiogecurities selfegulatory organizationsncluding various securities exchanges an
the Financial Industry Regulatdkythority. Theact also identifies and prohibits certain types of conduct in the
markets and provides the SE@ith disciplinary powers wer regulated entities and persons associated with the

Asset Management Risks aWdtBaemngluilmg i on

$IWHU WKH ILQDQFLDO FULVLV &RQJUHVV GLUHFWHG PRUH DWW
VHFWRU ULVNV D Q@ S/MRIFLFEQ VIRIOWW RRPW GLVFXVVLRQV ULVNV L
DVVHW PDQDJHPHQW LQGXVV$OMWIKRZXK K H/ MRIGDNVQ WG H E DHYIENGN E H
LQGXYIWQDB¥LDO ULVNV WKHUH DUH IXQGDPHQWDO GLIIHUHQFH
WKH\VWWBXHVHUHQW EXVLQHVV PRGHOV ULVN FRQWUROV DQG UL

oZ—SeZ+l Z>ezel SeAE1™MSIEee

7KH DVVHW PDQDJHPHDRWBEIWPREERONMKDVQVHSDUDWHY LQYHVWP
PDQDJHPHQW IXQFWLRQV IURPHKL\D Y M VG PIHHQ\S (QRVDPEIIBEHYY. IS H
PRGHO IRU EDQNLQJ LQ ZKLFK EDQNV RZQ DQG UHWDLQ WKH DV
PDQDJHUV DUH YLHZHG DV DJHQWY WKDW SHUIRUP LQYHVWPHQW
FRPSHQVDWHG WKURXJKH HRUNVFHBXRVW BWKHRIZRDE WKH\ DUH LQV >
LOYHVWPHQW U HWIOFFR RUFIGHRRDHHWE LMIDMMVH WL BQBAQ RW RZQH (
WKH I XBMGMW PDQDJIJHUV URXWLQHO\ H[LW WKHEPDUNHW ZLWKRXYV

80 Testimony of former SEC Commissioner Paul Atking/Ji6. CongressHouseCommittee on Financial Services,
TheDodd-Frank Act Five Years Later: Are We More Stablefaings 114" Cong, 1%tsess. July 9, 2015Serial No.
11439, H.Hrg. 97151 (Washington, DC: GPO, 2016) at https://www.govinfo.gortentpkg/CHRG-114hhrg97151/
pdfICHRG-114hhrg97151.pdf.

81 For explanations on th@incipal-agent paradigmsee former6 (& DVVLVWDQW FKLHI HFRQRPLVW 6WHZDU'
SUHVHQWDWLRQ 3&RQIOLFW RI ,QW H Uhtipg:¥iwiPsedydabditdfficksia, QW HUPHGLDULHV ~
oia_marketonflict.pdf

82 Except in some cases, such as hedge funds, as discussed previously on p. 7.
8 Former SEC Chai0DU\ -R :KLWH VSHHFK 3(QKDQFLQJ 5LVN ORQLWRULQJ DQG 5HJXOD
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(YHQ ZKH@PBRQBHW VWUHVV WKH ULVNV DVVRFLDWHG ZLWK DVVH
JUHDWO\ [URP WKRVH DVVRF LKW H EIAQ W K DE DN S PARI\GDWLRQV
JRYHUQPHQW ILQDQFLDO LQWHUYHQWLRQ IRU HLWREBURUHFRYHU)\
JXDUDQWHH % DK HIQUW FIDLW)WMAW EHDU LQYHVWPHQW SHUIRUPDQFH
DVVHWY RXW RI IDLOLQJ DVVHW P D Q BIUHEGHQW LLDUP W R RW K VRKID GV
DQG PLWLJDWLQJ VIVWHPLFUULIVXN EBQHQKHRENQEHQH G HRW R VV H\
ILUPV )RU H[DP S)@H QWM K#F \R BB GCEPBIOGE PHIQW DQQXDO VWUHVV W
FHUWDLQ DV¥HW PDQDJHUYV

Discl Requier ement s

'LVFORVXUH UHTXLUHPHQWY DUH WK FREQUIIRIR®H RI VHFXUL)
UHTXLUHPHGWWFORWRSNHCOLIF IBIQG SINEFOVEKE VXQREWPDOO\ SURYLGH
SXEOLF GLWR@RWPUHYSHNVWRUKN IXQGV 6 RRRDAV\FORR XUGN WKDW
DOORZ WKMRDRRQEWRG PQYRGZKLPBLQWHBRQILAMOWLDO

<o ETeE"®r2>7Z

3XEIGLVFORDRKN SWHRCAFNH LQIRUPHG MXGJRQYWVWERXW ZKHW
VSHFIXIQEVHQVXULQJ WKDW LQYHVWRUYV UHFXQBRMKHWLIQLILFDQW L
GLVFORWHWGEG UHIJXODWRU\ SKLORVRSK\ LV FRQVLVWHWW ZLWK 6X
IDPRXV GLBWX@OWEKOW LV VDLG WR EH WKH EHVW RI GLVLQIHFWD
SROLF?‘?BDEOLF G W H@MAAER X DIO O 6Q(GE ) SURVBHFWXBLODEOH IRU
IUHH IURP WKH 6(& SXE@BF&GH\JE@WVIXJLH‘IHE IRYWRW MPADMSOBYLVHU
DUH DOVR UHTXLUHWKVHFRLBKRULQ(HWUWWLRQ\?ODQG FHUWDLC

Mz e E — At e ez 2

$QXPEHA[S&RIQOHSRUWLQJ DHBOSUERIDGWSWU L Y D QM KIKIQUG V
DGYLVHUV 7KH SULYDWR G SXEUGRWMHYHRI DUWHH FR QWRRINQUEHY LHZ U
SROLF\PDNLQODRURADO@ GRHV QR VW RDAHQ MM BEDWLRXQO DU
UHJLVSXEDQWO\ DYOWE® BE@KO HDVH FH U WDQ @ LIQI R XD MVIBRYE

M D QD JHP HQ WDeCedbeyY 1, 2014, at https://www.sec.gewsspeech?014spch121114mjw#_ftn27.

84 For more on banking liquidation, S€RS In Focus IF1071€&rderly Liquidation Authorityby DavidW. Perkins

and Raj Gnanarajah

85p.L. 111203,8165(i)(2).

86 For more details, s€8RS In Focus IF11256GEC Securities Disclosure: Background and Policy Issme&va Su

87 Certain aggregated pate disclosure data are also made public by the SEC. For example, Form PF information is

VKDUHG ZLWK WKH SXEOLF LQ DJJUHJDWH RQ D TXDUWHUO\ EDVLVY 7KH FRPSD(
are not disclosed to the public. In addition, jpubhd private disclosures are not exclusively linked to public and

private funds. For example, business development companies are nee@&€red investment companies and thus

are not subject to Investment Company Act public disclosure requirememtsyveto public offerings of their funds

are subject to public disclosure requirements under the Exchange Act.

8 IRXLV %YUDQGHLYV 3:KDW 3XEOLEWWH & BGI R (LRI BRyitished i@ DUSHU TV

Weekly December 20, 1913.

8ThesH UHSRUWVY DUH DYDLODEOH WKURXJK WKH 6(&TV ('*$5 GDWDEDVH ZKLFK S
information, athttps://www.sec.goedgarsearchedgacbmpanysearch.html

90 SEC,Investment Adviser Public Disclosuneebsite, ahttps://www.adviserinfo.sec.go¥or more details on

registered investment adviser public reporting, see SEC, Form ADV (Uniform Application for Inuestdvéser

Registration), Glossary, at https://www.investor.gaMditionalresourceglenerairesourcegflossaryform-adv.
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LQIRUPDWLRQ LQ H QI[P SWRHHSINM YODRMH GIROVEFBREROMDFUHK QG OLTXLGLW
SRVLWHRRBUMNQSPIU LRIGERUWLQJ RI SUL YBIWIHY WIQWGHGEL BY& VWP HQW
SXUVXDQW UDR NRERAN UBTXLUHPHQWYV

Invest o ReAdaascst i ons

3XEOLF IXQGYV DUH RSHQ@ MWD WH QXYW R W PFFHEXW.\S UHVWULFW I
LQWHUVHFWDQY WKBWDNRYHUQ GLIIHUHQW UHJXODWRU\ UHTXLU}
LQYHVWPHQW PDQDJHPHQW FRPSDQLHV DQG L@®YPMNWAMWPHQW DGYL
FHUWDLQ GHLOQYHWMRRY SDRYDWH IXQGV ZLWKRXWHRPHRMWMULQJ L
)XQGEVMYRLG DGGLWLRQDO UHYXDMBXWMRUD U MR UHNWRMHQWWLRQV RQ
LQYHVWRUV SHUPLWW W& PRHFRH[QPSOWVL (RWBRZIXQG

X $FFUHGLWHGILDYW@HRHVWRUV PHHW WKH GHILQLWLRQ VXF
TXDOLI\ IRU SULYDWH*HFXULWLHYV H[HPSWLRQ

X 4XDOLILHGIFDUMQ®YHVWRUV PHHW WKH GHILQLWLRQ WKH I
FRXOG UHFHLY H B\HUG RAFRPIEHQV DWLR Q

X 4XDOLILHG2SIXUFOYAYHVWRUYV PHHW WKH GHILQLWLRQ WK}
H[HPBAWIURP UHJLVWHULQJ DV*DQ LQYHVWPHQW FRPSDQ\

ORVW SULYDWH IXQGV FKRRVH WR FRPSO\ ZLWKGRZYHVWRU GHILC
UHJXODWRU\ UHTXLUHPHQWY UHODWLYH WR SXEOLF IXQGV 7KH
HVSHFLDEOROMNHWBKMWHBG LOQYHVWRU GHILQLWLRQ KDYH EHHQ D VRXLU

Examinastion

7KH 6W&2IILFH Rl &RPSOLDQFH ,QVSHFWLRQV DQG ([DPLQDWLRQV
FRQG XA WIPQDRDWICRAHUWDLQ R WKIHW KUH. DN \RAOMND\BL S B \RIHUP H
DGGLWHBMIXODWRWMXFXHLD¥EBIOVR FRIDPALAWWRLREKHLU PHPEHUV
XQEBHERYHUYLIKW

2&,( HIDPLQDWLRQV IRFXV RQ FRPSOLDQFH IUDKINIUQYNN PRQLWI
2&,(KDV HPSORLABHV WQDMOREFHY DQG KKBSSTRLLPWY WH\D \ PXW XD
IXQGV DQG (7)VNQYHVWPHOW®DGYL\ERRBGIWUY DPRQJ RWKHU UHJX

91 Form N-LIQUID for reporting liquidity positions at opeendinvestment management companies. See S&@)
N-LIQUID: Current ReportOpenEnd Management Investment Company Liqui@&C no. 2941, at
https://www.sec.goViles/formn-liquid.pdf.

92 SEC,Reporting by Investment Advisers to Private Funds and Certain Comyradit Operators and Commaodity
Trading Advisors on Form BRthttps://www.sec.goviilesfinal/2012]/a-3308secg.htm

93 For more details on the statutes and definitions, see Erit,Sriginable LLP |Avestor Qualification: A Primef,
January 2016, dtttps://www.venable.cormsightspublications201601/investorqualificationa-primer.

94 For more information, seBRS In Focus IF1127&ccredited Investor Definition and Private Securities Markeys
Eva Su

958205-3(a) of Investment Advisers Act of 1940.
96 82(a)(51)(A) of thenvestment Company Act df94Q
97 SEC, OCIE2019 Examination Prioritigsat https://www.sec.gofiles/OCIE%202019%20Priorities.pdf.

9B FINRA, for example, conducts examination on brekekHDOHUV ),15% 3 $QQXDO 5LVN ORQLWRULQUJ
([DPLQDWLRQ 3ULRULWLHV [ Hty:MWihdfirira adihdusttyR019annuadrigh-wwonitoringand
examinationprioritiesletter.
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HQWDWHHWXEMHFW WR SRWKE&WEDOFRMPLIPW WE RPRRWH WKDQ
H[DPLQDWLRQV LQLVFDO \HDU

Securities Investor Protection Corpor:

7KH IHGHUDO JRYHUQPHQW GRHV QRW JXDUDQWHH RU LQVXUH W
PDQDJHPHQW WV FMFRRORY LR Y HVODRHFGVGLEHUIRUPDQFH LV QR
JXDUDQWHH RI'2XWXIHVWNVGXWWR XQSUHGLFWDEOH PDUNHW 10

LOQYHVWRUS HRXOGEH XQGHOBWMH IW K A BQ B HIRQWIRSOIG E H
SUHSDUHG WR DEVRUE WKHLU RZQ ORVVHYV

: KHQ D FDSLWDO PDUNHWYV ILUP IDLOV ORERIBMBEBKRIDRVVHV FRXOC
LOQYHVWRRRUWKH 6HFXULWLHVY ,QYHVWRU 3URWHFWLRQ &RUSRUDW
OHYHO RI SD\RXWV DUH GLIIHUWEENWED QQNVERYD ® VNWRKYDWHG Z
,QVXUDQFH &RUSRUDWLRQ )',&

6,3 VIRQIJRYHQROHWRFRUSRUDWHBEEX WIKWLHY ,QYHVWRU 3URWE}
$FW WQVXEBHWR RI FDVK DQG VHFXULWLHV ZLWK D OLPL\
EURNHUXIHWIYFW R XSUWWRRBHBRWND VW FDV K ORMY NV AX W.KHIHWV EURNHUD
IDL®&,3& RQO\ SURWHFWYV WKH FX\GWPR G HKXS K VP IMDDRARI NW KW RE UR N |
UHVWERWNWV HWYV PLV¥XVYRPHRRERIWW GRHYV QRK\H SSUD\®IH E@/D W

WKH GHFOLQH LQ PDUNHWKHDDOXHEHQRFRQWHDODWRHQWY JRYHUQPHQ
W KLDQAY XKBHW R GHEBRMWIQFVOXGLQLG EDMNSDQG WKULIW LQVWLW
WKHQNWNVWBEWOQRQ

Ri sMi t 1t géfont rol s

7KHDHW P D QUIGRWW W\ |DFHYLW SRR D IO KHUWRW LQ

L QG XVDN UBIW H G (B PRISHRODI K HBR IBRPPROQLQAR@® O VHUYLFHYV
LQVWLWKM/LRBFWLR[@® PDOW RRWLVHNQ G DVRMNOGDYWRQ FRQWURO
KHOS SROLEFFHRMBREUHKHQG KK MRSV URQIXOBWRUIKUHTXLUHPHQW
VHFWOR@QWDVEPPDUVIVMBESHRYERQ@MH[WFR Q WRIEWLQJ
UHJKROMV LQWR ULVN PLWLJDWLRQ SROLF\ JRDOV

S e’ (Eedi¥bZ e

X &RQWEHQIOLFWV RD R BNMXHUISQY MQUBLISTON S ZU VE LIP
ZKLFK RQH HQWR WM VDGHRMWLRQV RQ EHKDOI Rl DQRWKHU HQ

99 SEC, OCIE2019 Examination Prioritigsat https://www.sec.gofiles/OCIE%202019%20Priorities.pdf.
100 |pid.

Wlg(& 33)DVW $QVZHUV 0XWXIIRW P O@EM/WEBDWWNgoFastanswers/

answersmperfhtm.html

10215 US.C. §§78aaa et seq.

103 Securities Investor Protection Corporation (SIR@hat Is SIPQ, athttps://www.sipc.ordbr-investors/

introduction

04 6 HH Wustbdians VHFWLRQ RI WKLV UHSRUW IRU DQ HWA®D SIPIPYte®REAtRI FXVWRG\ 6H
https://www.sipc.ordbr-investorsivhat-sipcprotects.

105 Federal Deposit Insurance Corporation (FDMo is FDIC? at https://www.fdic.gowdboutlearnsymbol/
index.html.
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(V513
X N

SULQMFLSIWEH FRQWH[W Rl DVVHW PDQDJHRHQW LQGXVWU\ F
WKH FHQW U D ODPRQIFM B DABDAWKD WD\ QRW DFW LQ WKH EHVW
RI LQYHVWRU$ QSH[IDPELpBULBWRI LQWHUHVW ZRXOG EH DQ
LQYHVWPHGWUBEWLHWQWMVWPHQWY WRZDUG SURGXFWV WKD
KLJBWHD OHV FRY RIDW K B Q RIGKFRHN W K BIWFOLLGIIAWRL D O

QHHGYV

([DPSYRPLWLIDWLR @ (BB O WYVBRAMHYGVPHQW DGYLVHUV DUH
ILGXFEDRHBYLQEDWKHHDREDLIDWLRQ WR DFW LQ WKH EHVW L
WKHLU FOARSIQWVR FDVWV D VLPINVXDW DVEHYXNOMM P HQWR UR XV
IRU EURNCHOHUY 7KH TVAEDRSHEDGH U VL OV RHFDWHH Q W
UHFRPPHQWR WRRBQWQF LW QQBEBGWWHRIERR SWHG
5HIXODWLRQ %+HX\QW , Q\R HIUGRAWHAMQ QO LFW RI LQWHUHVW
FRQFHUQV LQ ILQDQFIra Hb G Y IRNEERWD WHR S XIHFMHKGHW

ILQD @FAYVIWHRPODFLQI WKHLU RZQ ILQDQFLDO RU RWKHU LQYV
EHVQWHUHVW RPY WKHLU FOLHQWYV

o’e(

&ERQWH[WKLOGVWHQWLRQHGVSERRPHARYXOOGHILQHG DV WKH HDV
EX\LQJ RU VHOOLQJ DVVHWV ZLWKRXW DIIHFWLQJ WKHLU SU
VHOMKH KLIJKHU WKHLU OLTXLGLW\ 7KH OLTXLGLW\ LVVXH FF
GXULQJ PDUNHW GLVWUHVVGVZ KHJGEHBPWW RQD M IYRKD FW YV R LQWH HL
DVVHW YDOXDWLRQV FRXQGN®H LMMHUBIBHEQRY U N Q BW LKRIWH
GLIITHUHQW W\SHV RI ODKXXWETLOVIXQ W \WRODWHNDRDORZ LQYHVW
UHGHHP WKHLQHNHK® WR/ FADOLIQON D LORV V M WIVF WHRQRWH B WT X L G
VKDUHKROGHU UHGHPSWLRQV DQG PLQLPL]H WKH LPSDFW R
IXQWWHPDLQLQJ VKBUHKRWISUHKNYB Y WFR IQ RHWIPQ W
EHFDX\VRW™WDVWYHQYHVWR U YV OH@IMXLHG/\MNRRZ WQ J
WKWKMH\GHHSBULHQFH VHYHUDO \HDAUM- RDWRAOBQGQY SHULRG
JHQH GROQ@RW SDRPLWHGHEBMHMVERUWDWH IXQGY FDQQRW

HDVLO\ VHOO WKH XW BRWK DRIGIGWR PHHW

0 gWHZDUW OD\KHZ IRUPHU 6 (& D @ontlists/sDrievwstrAnbrid IMerkeRIQerrediitls 3
presenttion, athttps://www.sec.goaboutbfficesbialboia_markettonflict.pdf

107 SEC, Information for NewlyRegistered Investment Advisekovember 23, 2010, attps://www.sec.godivisions/
investmentdvoverview.htm.

108 ) 15¢ Saditability = DW KWWS  Zniddthys@tabiityR U J

109 6 (& SEC Adopts Rules and Interpretations to Enhance Protections and Preserve Choice for Retail Investors in
Their Relatonshipswith Financial Professionals SUHVYV UH O H D V Https:Xv@wd.sec.gonewbBpréss
releasez01989.

110 6 (& S UR SR VReGulatiXn®BEst Ihterest $SUL O https://wni/sec.goviilesproposed?01884-

83062.pdf Also seeCRS In Focus IF11073/ KH 6 (& TV % HVW ,QWHUHV W BlBRER¢ded; RU $GYLFH *LY

Gary Shorter

111 Shareholder redemption refers to shareholders returning shares to funds in exchange for proceeds at net asset value.
For other discussions on liquidity risk, see SEC, Division of Investment ManagénvestmenCompany Liquidity

Risk Management Program Rul&ctober 13, 2016, attps://www.sec.gowdivisionsinvestmentjuidancesecg

liquidity.htm.

112 6 H RrivateFunds” section of this report for more details on liquidity and holding periods, as well as Cendrowski et

al., Private Equity, Second Editiot{istory, Governance, an@perations John Wiley & Sons, Inc., 2012.
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X ([DPSYRPLWLJIDW LR QXORIDHDRR IGNIT XUHEWM P SWLRQ DV D
SURGXFW IHDWXUH PXVW PDLQWDLQ OLTXLG DVVHWV WR PH
WKH 6(& OUXRHAXMEKEN PXVW \WRWIHIRQYHMVWPHQWY LQWR IRX
GLITHUHQW W\SHNODQG XRIBRLRMH YWMLWR @R WRHH WKDQ
| X QTR\WDW VE W V

Z2YZ>Se7
X &RQWMH{ WHUMHGH WHOKYYV WRWKRMHUXYNRZHG IXQGLQJ WR LQYHVV
ZKLFK POPOWLSO\ WHWHX¢@MBGOHFRXDOEGHFRPSITEV¥ DWH
LQYHVWPHQW VWUXFIWXNVUR\EPWIK IY@EWRDBHKHDQ G QV K H

ILQDQFLDDVVDVIKERRKIHWR LWV HIIHFWV LQ PXOWLSO\LQJ ERWI
UHWRUQV

X ([DPSOHV RI PLWLJDWWXD CIRGFIEWRBE |XQGV DUH
VXEMHFW BARVBW FRY HUDYH7 KV X VUBI DHQYWUDJH UDWLR RI
PHDQW®¥H PD@M®RW SRRIRRZW H [F MHKGEG UGR R WI R/ R
%\ RRVUDVW PRVW S ULDDHVE HEXBWE D L6 RUIQRRQW

™ 73S e~ Q@
X &RQWHIWUDWLRQDO ULVNV DULHMIERRENXKVDYWHRYDO FKDO
WUDQVDFWLRQ LVVXHVY 2SHUDWLRQDO ULVNY DUH HVSHFLD!
PDQDJHPHQW LQGXVWU\ EHFDXVH WKI$AFRXEAOWWHIJ\ PDQDJHYV F

FOLHQW DFFRXQW UHFRUGNHHSLQJ DQG WUDQVIHU DVVHW '
DOBEHUVHFXBEWWIYHDMRI RSHUDWLRQDO LPSRUWDQFH

X ([DPSOHV RI PLWLJOWH BFRRFRYWBBOWXOH UHTXLUHV UHJLVW
LOQYHVWPHQW QUEI¥XPABNM\MER GLKQY WERVVHVVLRQ DQG
FRQWURO RXKQ8MHWR/ DQ & XHJJOPLQISNDRMAYDOLILHG
FXVWRGLDQ PDLQW DIQUE.\DH QFCO DHF G RIXDW NWDWHPHQWY GLUH]
WKH FOLHQWWQGWW BP aURITRWHHBHQWV

13 SEC Rule 22¢t requires a fund to classify each of its portfolio investments into one of the following liquidity
categories: highly liquid investments (an investment that can be converted to cash within three business days);
moderately liquid investmentan investment that can be converted to cash within four to seven calendar days); less
liquid investments (an investment that can be sold or disposed of in seven calendar days); and illiquid investments (an
investment that cannot be sold or disposed dfiwiseven calendar days). For more details, see SEC final rule,
Investment Company Liquidity Risk Management Program® F W R E H U at https://www.sec.goviilesfinal/
201683-1023.pdf.

14 'Q DGGLWLRQ WR GLUHFW ERUURZLQJ GHULYDWLYHV SURGXFWVY FRXOG DOVF
115 Financial Stability BoardPolicy Recommendations to Address Structural Vulnerabilities from Asset Management

Activities January 12, 2017, http://www.fsb.org201701/policy-recommendations-addressstructurai
vulnerabilitiesfrom-assetmanagemenractivities/

11615 US.C. §80a18.

117Rule 206(4)2 underthe Investment Advisers Act of 1940$ O V RCustdtHarls VHFWLRQ RI WKLV UHSRUW IRU |
details on custody services and their history.
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Table 3. Examples of Risk Factors and Ri sk Mitigation Controls

Compliance and Risk

Examples of Strongly

Risk Factors Controls Affected Parties How It W orks
Investor Risk transparency Disclosure requirements Public funds Requires public disclosure of portfolio composition and ris&s that
Protection investors are informed
Retail investor Investor access Private funds Disallows ordinaryretail investors to purchase private funds that are
exposure restrictions perceived asavinghigher riskthan public funds
Conflict of Fiduciary and suitability Broker-dealers and Requires advisers to place the best interest of clients ahead of their
interest standards investment advisers own interests (i.e.sales commissions)
Investment Liquidity Liquidity rules and daily Mutual funds Ensures the availability of liquid assets to meetestorredemption
Portfolio Risk NAV valuation needs
Leverage Leverage ratio Business development Caps the amountinvestment companies could borrow to reduce
requirements companies portfolio risk and complexity fothosefunds that are selling to retail
investors
OperationalRisk  Asset safekeepinc Custody rule Digital assets managemer Makes sure there is a third partgustodianto safeguarénd ensure the
availability ofnvestment portfolio assets
Source: CRS.

Notes: ~ kamples oktrongly affected partigzefer to the entitieswithin the asset managemeatosystenthat are likely to bestrongly affected by the risk control
requirements The column does not list all the affected partide table idor illustration purposesonly andis not inclusive of all risk factors or mitigation controSee
"5LVN OLWLJDW L Rsectibriptthé& repi\fes Bxplahption of the ffierent factors in column one.
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Recent Trends

2YHU WKH SDVW VHYHBDQ DIHPHRNW L /GXVIMMHWWY XQGHUJRQH V
PD\ KDYH LPSRUWDQW LPSOLFDWLRQV IRU SXEOLF SROLF\ 7KLV
FKDQJHV LQWEQELHRNYHUIDRDWKQFUHMHH® QFH RQ FDSLWDO PDU
ILQDQFLQJ UDWKHU WKDQ EDQN OBRDKQVYVE \ ($R P DLFADIQY B XW R QBHDWARH.
LQYHVWWHEPW WKH H[SDRWLROWAH VHFXULWLHY PDUNHWYV

Thds s-Mhnagetheduiss rGr owt h

,Q VBIDWWEEGRHFDGHYV RADKQD DWVWRHQM D\D G X R Q) \V LEJMAD XFVMHQRM O\
LQFUHDVHG X¥R QW GLHE KFHHBR/Q '‘EEMYWW DSSDEELPRDLQRIH YV LQ
LQYHVWPHQW VW\OHV D Q GWUHYHH HQABHYE DRI Y RIW KWHKIH

SDVW \HDUV LQYHVWRURPKDQYWHYBMMLIHOG VIKH FWKDG WKHPVHOYH)
LQGLUHFWO\ WKURXJK DVVHW PDQDJHUV )RU H[DPSOH LQ WKH
KHOG E\ KRXYE KRROGFERIWLMDN LQ GLUHFW KROGLQJV E\ LQGL"
WKDQ RIKWRROMBRPY DUIJXH WKDW WKHESHHRHWIIRVBUH RI HTXLW\
LQGLYLGXDOV FRX&E$EH FUDHRWHUWWRRI DW K H WH PAOK@BEEBIRHOY DR

WKH LQYHVWPHQW GHFLVLRQPDNLQJ RQ EHKD®OHIRU UBIMDIXIH@ ER Y+
RQ ERWK LQYHVWRUV DQG WX KDARHABIDNGEHNWGWKH\ LQYHVW

CapiMarlklk nan©OuhgaBienkending

7KHPSRUWDQFHPDIQBKHPHHOMWQGXVWU\ KDV DOVRQL YKHWHDVHG E
UHODWLYH LPSRUWDQMNH WV VDIQH FCDSQNWD GBSHFLILFDOO\ JURZWK
ILQDQFLQJ L H WKH LVVXDQFH RI ERQGWVRXWES BRMKG UUREZEWK DI

EDQN ORDXQUH

118 For more information, see Sebastian DeWiitz, Alice M. Henriques, and John Sabelhdte Evolution of
Refrement WealthBoard of Governors of the Federal Reserve System, 20b&ps://www.federalreserve.gov/
econresdaté#dsP2015files/2015009pap.pdf

119 popular definegtontribution retirement plans include 401(k) plans and individual retirement accounts (IRAs).
120 Jonathan Berk and Jules Binsberggew Special Study of the Securities Markets: Financial Intermediaiigs
14, 2018, ahttps://www.law.columbia.edsitesfiefaultfiles/micrositest¢apitatmarketsberk-vanbinsbergen
final_draft.pdf

121 |pid.
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Figure 4. Nonfinancial Business Financing: A Comparison
Capital Market Financingersus Bank Loans

M Loans M Capital market financing
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Source: International Monetary Fund.

Notes: Capital market financing refers to bondadother debt securitiesbut not equity securitiesLoans refer
to bank loans.

7KLV JHQHUDO WUHQG KDV LQF U HDMHMG PVDKZHRIRH-BIVIAD MYBHY L P SR U W L
KROGHUV RI VXFK ERQGY DQG GHEW VHFXULWLHV )RU H[DPSOH
RI DOO 8 6 FRUSRUDWH ERQGV LQ PRUH WKDQ GRXEOH WKHL
2 7KH ,QWHUQDWLRQDO K RRIEVEMRWRIQG V KA)IW PD\ EH DWWULE
WWLIJKWHU EDQNLQJ UHJXODWLRQ UHOM YOH ULRIR 0 LIRQPHR ERYWW K
ILQD QF LS VAU XWIHO O X V8VE DAY WDO PDUNHWY SOD\ D PXFK P
UROH LQ IEQWDIQUFHOWWLYH WR WKH (XUR DUHD

Act i vPa s s dnwee s t steynBhi f t

7KH DRFAWIJHPHQW LQGXVWU\ KDV DOVR ZLWQHVVHG D WUHQG D
PDQDJHPHQWD\AKHW PPB\QDJHUYV GR QRS\RDPAWR O HR \DVNEWNW LR QG ¥
SHILQJ LQYHVWPHQWY WR DQ LQGH[ VXFK DV WKH 6 3 ,Q UHF
WKURXJK LQGH[ PXWXDO IXQGV DQG (7)M XOWMFFIKLSYOWBHG ®FWLY
KDV PRVWO\ EHHQ GULORZHY SBVWIWWKXYREYK PDQDIJHPHQW IHH
VXSHYHMBIRUPEPRFRHUGLQJOWR *@D RED ORWWHK[®PBWHYH VWRFN
PDQDJHUV XQGHUSH U IIRUQFGH & DNUKIHHOWV SRV RMIK\D LHPIBIUR Y H U

\HDU D®MI®U SHULRGV

122|MF, Vulnerabilities in a Maturing Credit Cycle&Slobal Financial Stability Repgrpril 2019, at
https://www.imf.orgénPublicationsEFSRIssues2019/03/27/GlobalFinanciat Stability-ReportApril -2019
(Hereinafter IMF, Global Financial Stability Report, April 2019.)

123 Global Financial Stability Report, April 2019.

124 This trend applies only to the equity markets. The bond markets did not expetiemigration of investment
styles from active to passive. Bank for International Settlem@&hts)mplications of Passive Investing for Securities
Markets March, 2018, alittps://www.bis.or¢publ/qtrpdff_qt1803j.pdf

12535&,P Global, SPIVA U.S. Scorecay&eptember 15, 2016, lattps://www.spglobal.comlr-insightsSPIVA-US-
Scorecard.html
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Figure 5. Cumulative Flows into Passive and Active Equity Funds
($ Billions)
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Source: J.PMorgan Quantitative and Derivatives Strategy and EPFR Global.

7KH ULDNWIY$! LQYHVWLQJ KDV JHQHUDWHG GERPBAWLYR I[URP DF)
PDQDIHERQFHUQHBUWERWW RMKSD V \ZILYOHD DQYGIVWALGUH SULFH GLVFR
WKURXJK UHGXFHG IXQGDPHQWDO YHAKHD WDAKJ K M G\FRUMDRRECDV HW
VI\VWHPLF ULVN FRQFHUQV WKURXJK FRUUHODWLRQV DQG YRODMW
FDSPWBODUGLQJ ILQDQFLDO VWDELOLW\ D UHFHQW )HGHUDO 5H
VKLIW IURP DEFWLYH WR SDVVUMB XFHG! OW PXLQON W Y W \& DI E I0RELUAP\D W
DPSOLI\LQJ PDUNHW YRODWLOLW\ DQG D YA&/)H W DRIDAR D YRPHQW LQG
DUJXMKDW DFWLYHOSRDRIIMH G HWRGNI W KIKH S DPVBRINHH\GVHAYD W H J L
HIILFLHQW 1 W KVVWOUXIKK PWRHQ DFRVIL\YEHID \DEDSDWRG UMD R Y
PDUNHW LQHIILFLHQFLHY FDXVHG E\ JURZWK LQ ISRWQVLYH LQYHV\
DFWLYH PDQDJHPHQW DV ZHOO

Privsetear Of f e s OntgpPullQfcf eri ngs

7KH DRPABWHOW LQGXVWU\ KDV DOVR WDNHQ RYLUQEUHIDWHEG LPS
ULVH LQ WKH YROXPH RI SH%09% B MO VH FRAOJQ WL B W RN KBDIYQIQO B U VH
YROXPHV RI SULYDWH VHF XU LWLHYD JHPRHQ WKRIRBMSBWLQ HGRW K H D
LQFUHDVLQJO\ FHQWUDO UR®H LQ 8PHULBDQ FLIRPG PQUMHWB LV HC
WULOOLRQ WKURXPRSHLW B RRMEELQAMIWKH VL]H Rl SXEOLF R

126 price discoverys the process by which buyers and sellers determine the price of a security. It involves markets,

PDUNHW SDUWLFLSDQWYV DQG LQIRUPDWLRQ )RU PRUH GHWDLOV VHH 6LPRQ ¢
'"RHV ,W 0Wal StreetJburnalJanuary 8, @17, athttps://www.wsj.cordrticlesivhatis-price-discoveryand
why-doesit-matter1483930860

R75RELQ :LJJO EWGRWMEKIinDBanger ofDevouringCapitalism ‘Financial TimesFebruary 4, 2018, at
https://www.ft.comé¢ontentD9cb4a5ee4dc11e?a6855634466a6915

128 jquidity transformation refers to the creatiohliquid claims against illiquid assts. Kenechukwu Anadu efrak,
Shift from Active to Passive Investing: Potential Risks to Financial Stabiy&d of Governors of the Federal
Reserve System, Finance and Economics Discussion Series ndd&@) 2818, at https://doi.or§0.17016/
FEDS.2018.060.

129 Companies turn to capital markets to raise funding from investors. This process is refermesecuaisies offering
Similar to public and private fundgublic securities offerings are open to a wignge of investors and must meet
comprehensive registration requirements imposed by the SEC, wherxedssecurities offerings are exempt from
certain SEC registration requirements and face investor access restrictions.
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Figure 6. New Capital Rais ed in Public and Private Securities Markets, 2009 -2018
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Notes: Dollar figures are not inflation adjusted

7KH LQFUHDVH LQ WKH YROXPH RI SULYDWH VHFXULWLHV RIIHUL
SROLF\PDNHUV VRPH Rl PKRF XDYFUSHDR/FHRVGIGHVWRU DFFHVV WR
VHEXULWLHRUPB[ONBBWVYS H RHPGRIXIY&G UHIHUUHG WRDRV DQ LQWH
FRQGXFW SHULRGLF UHSXUFRDWRQ WRQ+HADXW®\ RHIYWKNH ORQJHU
LQWHUYDOVD WH HEVWRVWKHMG D EOH WR VR FRS@YN DOMN W IDEX X LW LIV H'|

UHSRUW WKH 7UHDVXU\ UHFRPPHQGHG WKH 6(&% UHYLHZ WKH
7KH 6(& DOVR H[SORUHG WKH SRWHGRQEBOSRMUHEGRBDYBO IXQGV L
SULYDWH VHF®¥YLWLHYV PDUNHWYV

Poliepues

7KH LQFUHDVHG L PYRUWDJ FHIP HRQ WVKIENGXNV IV W\DULHWAKRVSROLF\ L
VHFVGLR @AWY HUDOLRV XHOHFVK GLQJ ILQDQFLDO VWDELOLW\ LQYH
ILQDQFLDO LQQRYDWLRQ

Financial Stability

)LQDQFLDQVVIALF BIOMLWAH | HUW KAHR | MQKDHQ BAERLON. MAKRBHQPE P L F

VKRFNV D\Q®VVIEWMLIF | XQFWLRGVD WLQRIQ ALIDVN LRD/QBDUPRRHQW DQC
DOORBBRIORG\PDNHUV DWWHPSWLQJ WR VDIHIJXDUG ILQDQFLDO \
PLQLPL]DWULRBPRFVKIHVNLYVN WKDW WKH HQWLUH ILQDQFLDO V\VW
WKHVH IXQFWLR Q% H VRIWPHHU * FONGHHAGIRALDWVX DORQWLILHG IRXU SRVV
VRXUFHV RI VIVWHPLF ULVN

06(& 3)DVW $QVZHAQ G DD .€ec)govastanswersinswersmfinterhtm.html

131Y.S. TreasuryA Financial System That Creates Economic Opportunities Capital Ma@etsber 2017, at
https://www.treasury.gopfesscenterpressreleaseslocumentstfinancialsystemcapitatmarketsfinal-final.pdf.

132 Concept releses are SEC publications to solicit public inputs before potential rulemaking, often viewed as singles
of upcoming reforms. SEConcept Release on Harmonization of Securities Offering Exemplioms 18, 2019, at
https://www.sec.goviilestoncept201983-10649.pdf

133 For more details, se8RS In Focus IF1070Mptroduction to Financial Services: Systemic Risk Marc Labonte
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X 'RPLQR RU VSLOORYHHY RHYWH AN XUH LPSRVHY GHELOLWDWLC
ORVVHV RQ LWV FRXQWHUSDUWLHYV

X JHHGEDFR DRREVLUH VDOHV RI DVVHWNKHUHEIHVY PDUNHW S
LPSRVLQJ ORVVHVY RQ DOO LQYHVWRUVY KROGLQJ WKH VDPH

X &RQWDJILRQZKHRQFRM GLWARVUHVYVY DIITHFWY RWKHU ILUPV KRO(
DVVHWO/ORZLU®RJ VLPLODU EXVLQHVYV PRGHOV

X 'LVUXSWLRQV WR RUZRKNHG DOP IDXUWDNFAWH BF@NE HOFD WRIQEJH FD X V H
RI D EUHDNGRZQ LQ PBUNHW LQIUDVWUXFWXUH

$FFRUGD@RWRUQDWLRQDDQILI®REJXD OLDO 6 WDBLHOALW\ %RDUG D
P D QD JHPRRSANG LERGN V SORAW L F X 0 DQ D LD VW WBEEUDLLQU\ WRB FH U Q
ILQDQFLREDWKU WMKIFRBPRHOSHAN PDUNHW POOWWKD DKIXNWQ GW
D UHVXOW RIDWYHWDFMWQ WXHDW DUH JHQHUDOO\ DIJHQRVV ZKR SUR
FOLHQWYXHU WKDQ SULQFLSDBAY ZKIFRD QD BIN WO DRIUHWIXFMHPXGWY RI D

EXG\R GPWH GLUHFW VREIQPVW V KERVRIW MRGD U ) X OUDR\PH G
FOLHQWRAFRX®RWHY QRW WKB Q OVKMWWILRIDGFLDO VWDELOLW)\ FRQ
$FWXDO WDHAMRZ WKDW HYWRHNIHHFIXIQGLMGERYXOGQDYFLDO V\VWHF
LQV WD RIUOH MD\WIRMRIQ H\ PDUNHW [PXGXXAWDMIUN RDUBHEH WU X8 Q/ L R Q

DQG DFFHOHUDWHGQW R L Bo®! IRVWKD MW KH G JH H MO LRVPIO
ODQDJHFHQMWQHDOVR GHPRE®WH DWID@ WR MURIPR R QRF BI HQ W
EURDGO\ DIIHFW WKH IXQFWLRQLQJ RI WKH ILQDQFLDO V\VWHP

7KMLQDQFLDO 6WIDEH QW MBEBD&E P D @ VIUHEHNW DO WKDWHUDELOL
FRXOG SUHVHQW ILODQKHNE VWOEHOOETL QUGN NPHY RO MK

ZLWKLQ LQYH\RVHPHMWL RQIDEV UL X R GHUE KD ID® BF GRBHEAMWWOLIRD V
OHQGLQJ DFWLYLWLHV RIPDTVR/IMAF ROVEGK Ul HBE G PR QX G V

PDUNHW PXWXDO IXQGV (7)%¥ WIRQLED O MR HViKGH \TIRIRWEGHNG J
PDQDJHPWMQMFW XU DO DIQUEKIHH H DVEH Q WWW R VZ K L F K RXFOBBYVAHY X OQH UDE
ILQDQFLDO VWDELOLW\ FRQFHUQYV

B34'DQLHO . 7DUXOOR 35HJXODWLQJ 6\WVWHPLF 5LVN ~ )HGHUDO 5HVHUYH VSHHI
Charlotte, NC, March 31, 2011, at https://www.federalreservengageventspeechéarullo20110331a.htm. For other

discussion of systemic riglefinitions, see IMFContagion Risk in the International Banking System and Implications

for London as a Global Financial CentaNorking Paper nd7/74 April 2007, athttps://www.imf.orgén/
PublicationsWP/Assues2016/12/31/ContagionRisk-in-the-InternationalBanking SystemandImplicationsfor-
LondonAs-a-Global20577and FedeD O 5HVHUYH %DQN Rl 1HZ <RUN AssessiHJONagitfUHHW (FRQRI
Risk in a Financial Netwotk - X QH https:l&rtystreeteconomics.newyorkfed.@g1906/assessing
contagionrisk-in-a-financiatnetwork.html

135 Financial Stability BoardPolicy Recommendations to Address Structural Vulnerabilities from Asset Management
Activities January 12, 2017, https://www.fsb.orghp-contentliploadsFSB-Policy-Recommendationrsn-Asset
ManagementtructuralVulnerabilities.pdf

136 For more G H W D L A%t Wadadement Risks and Regulation Compared to BahkWwgf FWLRQ RI WKLV UHSRUW

B77KH B3UHVLGHQWYTV :RUNLQJ *UHedgs FRr@s,) le@eba@el-4nd he Q&EbNsHOTATENm
Capital Managementpril 28, 1999, ahttps://www.cftc.goditesfefaultfilestm/itmhedgefundreport.htm

138 Financial Stability BoardPolicy Recommendations to Address Structural Vulnerabilities from Asset Management
Activities, January 12, 2017, https://www.fsb.orghp-contentiiploadsFSB-Policy-Recommendationsn-Asset
ManagemenstructuratVulnerabilities.pdf
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Money Market Mitual Funds

ORQH\ PDUNHW PXWXDO IXQGV 00)V UHWPWDOHNHGWORNQ H FARUQMUW\ R\
KDV JHQHUDWHG N \L\WW B PIMEXO/O XD GNIKEDVE L QY NMWHA R GG NERUW
VHEXULXWFKHBY 8 6 7 URHMR/PXRIMF LFD. @ 3 YWS B8R B B R U DAWMH HE B W H
00)VLQYHVWTIXD ®& L WV FMMKR GWEWL QM AXWRNMIMWYHQHDWOH UHJDUG V
DOWHUQDWLYHVHWRQE DG RMIHOSRHY QDWW IHGHUDOO\ QIMNHJHG OLNH
WKH VRKRWIRWW XDQ0OXY QXD UHW QHEHHGHIBF QHW DVVEOW YDOXH
PHDQLQJ LOHGICDWRIVVE X BDKDWHRU VKDUH YOO B VRAHWMIUMR L Q X V
OLDELOLWLHYV

6RP®O) V KR ZHRFHHWRW H Z&IDIWH UM QD PRV VW RWMKBG HERIE¥ D O O\
VRPH 0@NVP WR WMHBSAGHDW SHU VEDWHKJ GLY LIGNHIAXH DWL WHK\H
DQG WKINWKWEPRUH FORVHO\ PLPLFNLQJVWKMNWHEWEUIRBSWVI| EDQN C
EHORZ ZKLFK UDUHION R¥RPXUM ) WEKURWN W KHHGEDSAWNH P E H U
/IHKPDQ %URWKHUM &R GG RINTSQWFQ HRQI® P\ WKHHV HU Y H
SULPDU\BXYRBH WKHMHE@XANVZVKDUHYV |HQOOQWLRY K HEI@ B BW DVWXKHG E\
IHKPDQ % YRW KW UHWY HQ WGWILQ. WU D\ Rl POEBNAHMO H H D PWIGRW ¥ H
ILQDQFL®»BFWLFDWHO\ WKH 7UHDVXU\ 'HSHWWIRERW LQWHUYH
JXDUDQWHH SO)RJIDPPRWHHROIDRW GGUHW WKH FULVHYV

00)V WKXV EHFD PLH D QFQRDQV W IBEHLFORLQWAWFUIRIMW K@ 1Y AR KHD\UDY H
VXVFHSWLEOH W R /X8 IGRIQW & D WOROWH G LV O R F\U WU R QXIQG VAR UW
PDUNMHOMWYV DUH YXOQHUDEOH WR UXQV EHFDXVH VKDUHKROGHUV |
VKDUHV EHIRUH RWKHUV GR ZKHQ WRND¥E IIHU ERIEROBHIFW VR Q WK
WK/ FR QKH BGUWP X C0D)WHK® HV DR G PDQGQWKIDQWWLWXWLRQDO
PXQLFLSDO DQG WIQRGYAL WOKRNDLVR Q\DKH LU 1$9 T RPSRE@ADAEEOH Y D O X H
URYEBHZ WRROV) WRRWHKBOO RZLWR WRSRVH IHHVY DQ®WRHGHPSWLF
GLVFRXUDJH UXQV

BROLF\ GLVFXVVLRQV FRQWYIQUHRG B B\EBDMAA/\K KH ) WKH#9 0
VKRXOGRDRNWDBEEBH FRWWURY HU\L\OBRGI D WWURFRBO LQWHUHVW
HIDPSKHRQVXPHU )LQDQFLDQO&KRLFHWWQ BUKMWHBWILRQ $FW RI
ZRXOBTX\NKH @HYHUVH WKHEDRNDWIRQB A1$91$9 IRU WYKH DIIHFWHG
$IORDWLQH IIBPARNY H FADHBHYWREIDIONHW YDOXBURGSWEWOXBGH WKH
IORDWL GRIXTHQ HGWRHY HUWQRHQWLYH LQ GLVWXQHENWHIEBXHEURNHWY W
GLIIHUHQFH EHWZBIGOI®@ WWIB DGFM XYDOEBWMRX HVWRUV WR XQGHUVW
SULR¥YRPHQWY DQG PDIDNHW | OXMRRTHR SRQFLW JXDUDQWHH RI ]I
ORVWHKVRXJIK VWKDOWWCRRX@MR XHQSHHOVOR MAMRIBAME SRQH QW V

139 CRS In Focus IF11320Joney Market Mutual Funds: A Financial Stability Case StiyyEva Su
14017 C.F.R. §270.23.
“e(& 33)DVW $QVZHUV 0R Q HAttisBNMuERE . Qi @evarifninki. htm

1427KH '"HDO % RR-NDIONRHQW \) X Q G 1 % U MH2 Ni&tv Wokk Hinde Selptamér 17, 2008, at
https://dealbook.nytimes.co&00809/17/moneymarketfund-sayscustomersouldlose money

MW3UHVLGHQWY TV :RUNLQJ *UR Néney @akedDnQ Réf@® Optiytbbtebey 2010, at
https://www.treasury.gopfesscenterpressreleasefdocumentst0.21%20PWG%20Report%20Final.pdf

144 For more information, seERS Report R4341& osts of Government Interventions in Response to the Financial

Crisis: A Retrospectiyeby Baird Webel and Marc Labonte

¥ & )5 t+t DQG DQG 6(& ILQDO UXOH #dmBn@Grb\FOrmMUNHW )XQG 5F
3) " 2FWREHU https://wwvwDs®¢.govtilesfinal/201483-9616.pdf
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EHOMWAKYBNW DWLQJ 1$9 GRHV QRW VROYH)RKHH[LROBGIHRI LQYHVWRU
D F D G WMMHDWWAFEQHO X\GKKDMWR SHD ¥ W K D WLR LMBWDWX MMRXRIBIW L Q J

1$9 GLG QRW H[SHU IUHGRH W XRDE UER®GVQWPDUNHYW GLVWUHVV
DGGLWLRQ SURYLGLQJ IORDW L QD QEFOUMIBI [T XL FARXPBARXODWLRQ
GLVFORNWOXDWHG EXVLQHVYSBR@HQ W K DDYORAR GXRAID\G HFRLQH R
DIIHFVOWG/LQFH W KIHV LDHQ RHY PIVKQH RO ) DO WKWW PD\ FUHDWH
ZRUNLQJ WORSU W IEDHWL QRAVEVP X QR.FH 8 D'2AVR IO U ¥ X HE W K DMK H

00) UHIKWDK BMBIGPSOHPWIQQFHG2FWREHBDNHY VHQVH WR VWXG\ W
HITHFW LDFGI® HTRGDFMH BEHIRFR® VL GHDIGEH V

Stress Testing for Asset Management Firms

Stress testing generally re$eto a forwardlooking quantitative evaluation of the impact of stressful economic
financial market conditions. As part of the broader legislative response to the-2009 financial crisis, the Dodd
Frank Act requires regulators to establish stressts for banks and certain asset management firms. The SEQ
responsible for establishing stress testing methodologies for brdkealers, registered investment companies, 8
registered investment advisers with $10 billion or more in total consolidass&s. The stress testge to
include baseline, adverse, and severely adverse scenarios, and the results of the stress testing must be rej
the SEC and the Federal Reserve Board.

As part of he SEG V M@ reform, MMFs arerequired to testtheir abiliiesto maintain weekly ligid assets
of at least 109and to minimize principal volatility in responsedeveral SE@efinedhypothetical stress scenario
including (1) increases in the level of shetgrm interest rates, (2) the downgrade atefault of particular
portfolio security positions, and (3) the widening of spreads in various settors

The SEC has not yet implemented the DeBrhnkAct stresstesting requirements for asset managers. A 2017
TreasuryDepartmentreport states that theTreasury does not support the use of banking sector prudential st
testing on investment advisers and investment compdreéeauseéhe MMF reform stress testing requirements
DOUHDG\ "VDWLVI\ WKHJ Y INU$ WWRY L VWHKIHH VRAIWIR tiéM LaD Qortg e dsXthd) H P
Alleviating Stress Test Burden to Help Investors Act (H.R. 3987) would exempt nonbanks from certain Dod
Frank stress test requirementShere are also others who support stress tests as an important systemic risk
mitigationtool.

Ex c halhirgeded Funds

6RPH FRPPHQWDWRUY KDYH DOVR DUJXHOG/WKBWKHMNWVWLVH FHU
PDMRULW\ RI DOO (7) DVVHWYV D EB \SHDF VIWKEKY\ LRDYHD/MWARBUR URLW 4 §

146 /e find that the stable/accumulating distinction explains none of thesgotsnal variatin in the run rate

DPRQJ WK H ¥effrelyXN@Griforiand ChristopheGandia, Money Market Funds Run Risk: Will Floating Net

Asset Value Fix the Problem?0D U FK  Columbia Business Law Revigathttps://ssrn.conabstract2134995

147 BlackRock,U.S Money Market Fund Reform: Assessing the Imphate 2018, dittps:/www.blackrock.com/
cashliteratureivhitepapewiewpointusmmf-reform-assessinghe-impactjanuary2018.pdf

1481J.S. Chamber of Commergdegloney Market Funds Helping Businesses Manage Cash, Elow
https://www.centerforcapitalmarkets.camp-contentliploads201308/17003_CCMGEMoney-Market.pdf

149 BlackRock,U.S. Money Market Fund Reform: Assessing the Imphate 2018, dtttps://www.blackrock.com/
cashliteratureivhitepapeniewpointusmmf-reformassessinghe-impactjanuary2018.pdf

BOEHH 6(& |LQNMBeyMa®ed Fuhd Reform; Amendments to Form PF- X O\ S DW
https://lwww.sec.govlilesfinal/201483-9616.pdf DQG 36(& $GRSWV ORQH\ ODUNHW )XQG 5HIRUP 5XO0O
releaseJuly 23, 2014, dittps://www.sec.gowewspressrelease?014143 For examples of applying the scenarios,

VHH -HUHP\ %9 HUNRZLW] 3S0RQH\ ODUNHW OXWXDO 5KXO&VUHBRHIHWY 7THBWLRODQH Z
Economics Research Associates (NERA), July 14, 2015, at https://corpgov.law.harva@d 8@d/4/moneymarket
mutuatfundsstresstestingnewregulatoryrequirements/

151.S. Department of the Treasu#y Financial System Th&reates Economic Opportunities Capital Markets

October 2017, dittps://www.treasury.goptesscenterpressreleasefdocumentsh-FinanciatSystemCapital

MarketsFINAL -FINAL.pdf.

Congressional Research Service 30



Capital Markets: Asset Management and Related Policy Issues

KLJK JURZWK LQ (7)3UDVYLRQH RUPMKHEHKLQG WKMK$DUMBRHW QY H\
GLVFXVVHV LQ WKH:ISWKBLR X7 MHBWRERXQQWLQJ IRU PRUH WKDQ

XQGHU PDQDJHPHQW DQG RI DOO 8 6 HYWRIHVDOQG LFRIQ WA QXA
JURZWK JLYH ULVH WR ILQDQ¥LDO VWDELOLW\ FRQVLGHUDWLRQYV

7KH NH\ VWM/MHPLEVXH VXUURXQG L QILFKUGLDN\QPIY FGMIWIR O Y H V
PLVPDWRK BRQQWY WR D UH(@ PRANHDW ERE@S RHMWEUXE@XUH WKDW
DQG VHOMILYQLWDLW Y XIME ORWKO DQG WKH SRUWIROLR DVVHW OHYF
GLIIEHW2MKIQ WZRROHMHXPSOH LI WKH (7) VKDUHV WUDGH GLIIHU
XQGHUO\LQJ SRUWIROLR (7) KR O GVIQHRHE BDVEMRTFN.\G RW\RWKHU DV
PLVPDWERPH DKIXHOWTXLGLW\ PLVPDWFK FRXOG DPSOLI\ PDUNHW
WULJJHU ILUH VDOHV WKDW IXUWKHU GHSUHQVFBQBWWAXB\BWLEFHV D
KDYH MK DW OLTXLGLW)\ SUR YIMVULREW K BPRE GIOYEMN L Y H
OLTXLGLW\ LV DW OHDVW DV JU HK2W DNUWKIPVP HRQ W /W RXUMG K D DKL Q
WK@®RW DOO (7)V DUH FUHDWHG H B D O/.DEXHPIMFDFINL QR | (7)V DU
SURGXFWV WK®NU B G HOFRZEHY KMWH LV DOVR D JURZLQJ VXEVHW RI
KLIKHWN (7)VOWROOWEH RFWBBHUQ 7R DGG WR WKH FRQIXVLRQ W
QRW FXUUHQWO\ KDYH D FRQ VOB QN UMBHRLY QFWHER /Y SIIQWRRQ WR
SURGXFDWHWKKD®WHU ULVN

2Q 6HSWHPEH WK (&HVWWBHEBD FRP SUHKHQVLY HI PUVWIPDA VWDQGDUG
3ULRU 8 BRVISBIWW VYW B)L PDXOKUB ERH @ SSURYHG E\ WKH 6(& XQGHU
H[HPSWLRQ WR WIKRPQURKWRMAZ DSSURYDO SWREBY YV LIGXD®D FH
H[HPSWLYH RUGHUV ZLW K DQV IO@ID H7 WX O7THK HRDSSOBRDF K H[FOXGH\
ULVN (7)V DQG PDQGDWHY QHZ GLVFOREDVHG D& MW WH Y HR\Q G L
PD QD (H)&*

Leveraged Lending

/HYHUDJHG OHQGLQJ DOVR UHLNUILID® QR @V FODHHH WIRJ H 8 QORZDIQQ
JUDGH FRRSHWRPSDRIWRKRUHNGLW UDWL QUDBPHIXRE K6WRQG WR EH KLJ
LQGHEWHGHUDIHG OHQGLQJ UHFHWKHG UHWUSTHRAR B W DD QUM R |

OHYHORVMYEBGDRHDQV DUH VIQGLFDWHG PHDQLQJ WKDW D JURXS
LQFOXGLQJ DVVHW PDQDJHUV FROIO} FWR QWRUID WNQGE\L. B L\RIQDID @ K
KHOG E\ D VPPGRPH EHQXODWRUV FRQWFRSEYN WREGILEQWHBJIGRD@®\R
JUD\ DUHD WKDW LV QRW IXO0O\ RYHUVHHG*E\ HLWKHU EDQNLQJ F

152iSharesjShares P18 ETF and Derivatives Guidathttps://www.ishares.comstesourceshstitutionatinvestors/
etf-derivativesguide

153 For more details, s€8RS Report R4531&xchangeTraded Funds (ETFs): Issues for CongreéssEva $.

154 Ananth MadhavarExchangeTraded Funds and the New Dynamics of InvesiNev York, NY: Oxford

University Press, 2016).

155 |bid.

156 SEC Rule 6€11, athttps://www.sec.goviilesfinal/201983-10695.pdf

157 Securities Industry and Financial Markets Associatién ) 0 $ Le¥eraged Lending FAQ & Fact Sheét D W
https://www.sifma.orgesourcesésearchieveragedendingfag-fact-sheet/ For a more detailed definition, see Federal

Reserve, FDIC, and OCGyteragency Guidance on Leveraged LendiMarch 21, 2013, at
https://www.federalreserve.gaupervisionregtlettersér1303al.pdf

% RDUG RI *RYHUQRUV RI W K HSyrdiGatet) ban BdtidliddJof FindchaMnstiRutiofis D W
https://www.federalreserve.goeleasesfakfaprojectsyndicatedoan-portfolios-of-financiatinstitutions.htm

59| jsa Lee,3/HYHUDJHG /RDQ 5LVNV 0D\ 5HTXLUH )L QD QFRBIGodbEAPGIADWLRQ 6(&TV -D
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/HYHUDJHG ORDQV JHQH U DVMXD\GSR WRAHQOMWRE RO IHOMAMRBNY H
ULVNLHU ERUURRBAB WD @& HRY W aL\QWHI\HW RDQ G VF DX H B NE \
SFRYHQDQUWHODWHIENOG\DSDELOLWLHY IRU ORDQ UHSD\PHQW LQGL
WR HDUQLQJWYW\EW IRWMH LE@MWSHUHFLDWLRQ BUQ®BUDPOR UMKIHDSMDMNYD (%,
GHFDGH WKH 8 6 OHWHBBUHBRGRIGQUPBPRUIWKWGHWHULRUDWLQJ FL
GHFUHDVHG UHSD\FBQWHRRZ P K HWL VPRI QWR\WDOHYHUDJHG ORDQ)
RXWVWDQGLQJ UHPDLQHG UHODWLYHO\ ORZ DW DURXQG WULO

Rl WKH OHYHUDJHG ORDQ SULP D UV POXUMHINO L@ Q i6WWRUG EKDH/GIJ E
IXQGV KHOG DQG Rl OHYHUDJHG ORDQV ¥KDRUMMHWSHFWLYH
PDURRWH WKDQHERXE® Q WU DGGQWDRBQRI 8 6 OHYHUDJHG
ORDQV DUH SDFNDJHG LQWR D WRARB GRD WMWIXTFM M G HIER P QHRSE @L FD
&/2¥% &/2V DUH WKHQ VROG WR LQVWLWXWLRQDO LQYHVWRUV LC(
RWKHUV ZLWK WKH DVVHW P WNMKHIHPWRMH UG X WD\ QFKGIGLDQ G E
WKI\;%K'LXDIEDMW\1W®)D\KD)FIB(GIMQ((QGRWKHU LQ YWK\RWBHRRUMHKKBQH R
&/2

Table 4. U.S. Leveraged Loan Risk Characteristics

U.S. Leveraged Loan Market Charact eristics 2007 2018
Outstanding Leveraged Loanskflions) $554 $1,147
U.S. Issuance (percent of global issuance) 66.9%0 75.8%
Covenant Quality Index 2.6 4.1
Covenant Lite Share (percent of new issuance) 29.2% 84. %%
Total Debt/EBITDA (times) 4.9 53

Source: IMF,Global Financial Stability Repoftpril 2019.

2019, athttps://www.bgov.contorehews#!/articles/PQ4HZD6J1JUZ

60 7KH 3SFRYHQDQW OLWHR@WDDRNWW W KOOH) ®IDFN LOQYHVWRU SURWHFWLRQ IHDW)
covenant clause in a syndicated loan contract typically requires the borrower to pass regular financial fitness tests.

Because the financial industry considers loan covenangga device by which lenders can monitor loan repayment

performance, many see this rise in coven@t WH OHQGLQJ DV HYLGHQFH RI D GHFOLQH LQ FUHGL'
30HDV XU L: QW&R YEeldérdl Reserve Bank of Philadelph2918, ahttps://www.philadelphiafed.orgmedia/
researckanddatapublicationsthankingtrends2018bt-cov_lite.pdfPa=en

161 Nonbanks geerally include asset managers, insurance companies, pension funds, and etlegosdory financial
intermediariesPrimary marketefers to the market where a financial instrument is first created. Secondary market
refers to the market where thesetinstents are traded. Data from IMF, Global Financial Stability Report, April 2019.

162|MF, Vulnerabilities in a Maturing Credit Cyclépril, 2019, athttps://www.imf.orgénPublicationsBFSRIssues/
201903R27/GlobalFinanciatStability-ReportApril -2019

163 | bid.

164To redistribute the credit risk, collateralized loan obligations (CLOs) pool leveraged loans together in a portfolio and
restructure the pool into different credit tranchéisnknown as senior, mezzanine, and equity tranches, in order from
highest to lowest payment priority, credit quality, and credit rafithgough this process, risks of the portfolio of loans

are ofterredistributed to lower tranches and new haglditrating CLOs are formed out of the belanwestment

grade pools of leveraged loan assets. For more details, see National Association of Insurance Commissioners,
Collateralized Loan Obligations Primgathttps://www.naic.orgdapital_markets_archivafimer_180821.pdf

165 According to the Federal Reserve, as of ya@t 2018, most U.S. CLOs are issued out of the Cayman Islands ($457
billion or 74%). Of these issuances, 27% or $94 billion are held by mutual funds and other investment vehicles. Emily
Liu and Tim SchmidEiseQORKU 3:KR 2ZQV 8 6 &EDSNOEXIUY 18,12B19,"4t
https://www.federalreserve.g@donresiotesfedsnotesivho-ownsus-clo-securities20190719.htm
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Notes: EBITDA = earnings before interest, tax, depreciation and amortization. Covenant = certain credit
agreements that serve as a measurement of the degree of investor proteétioigher covenat quality index
score denotes weaker covenant quality.

OXOWLSOH ILQDQFLDO UHJXODWRUY DQG OHPEHUV RI &RQJUHVV
ORDWIWNY DQG LPSOLFDW L R® ¥RIRHY MEHERPPLHDOW\DWIIRHEGIK W Y H
WKDW GH®RDQRYHDUH UHVLOLHQW DQG VMVDEOH FODLPLQJ XQZDU

/IHYHUDJHG OHQGLQJ UDLVHV D YDNKHWR®OBRIOQF\ LVVXHV LQFC

X ODUNRSWFLUWYHUDJHG ®SBIQWLEYODUO\ WKHOL@MHIHDVH RI FRYF
ORDRRXSOHV KLWKKODWALYH ODFN SR WHDQMVSOOHQRDGLQJ WF
XQH[SHFWHGO\ KLJKVOR WKH/ IR Q B QBHERENW LW H P
XQFOHDU DEH®WRZFXWKHGHJIJUHH DWRJ R K VFWK KR QUQDILRL@ O
VI\VWHRX OG UHVXOW IURP WKLV

X /LTXLGLW\ PBXPOMFFHKKRIMAW HDV\[HWY WK URXGKHGDLO\
UHGHPSWQWQUREBLQYW ZKHUHDV @HKYFK FRX® ® RBIQYH DV
XQGHUO\WYIJWRWEQGW LQIUHDNHOWRIVIHMWMWD H 7K
IHDWXUHV RI OH Y SWRP-SGHEHEDL QNP PP 6 (& WR FDXWLRQ
WKDW LQYHVWRUV VKRXOG EH BZDUH Rl WKHLU UHODWLYH L

x 7KH ORDQ V\QGLFDWLRQ SURFHYVYWHD® GHIG ®HRWIY MYHHU VLI KW
XVXDOO\ VIQGLFDWHG E\ JURXSV RI LQVWLWXWLRQDO LQYH\
6RPH UHJXODWRUY DQG UHVHDUFKHUV ZRUU\ WKDW FHUWDL
UHJXODWHG WKDQ RWKHU ILQDQFLD*S SURGXFWV OLNH ERQC

X &RQWDJLRQWHYNWKH OHY H WD Vi fH CCRDE LRODYUHWHAR U
FRPSRVLWLRQ VRPH H[SHUWV KDYH DUJXHG WKDW OHYHUD]

DERXW ILQDQF &R DHFYRIQW P RIVRAQ LQK YW WBIUHA ORDQV
QRQEDQNV ZLWK WKH)BXVMWW\PKORODGHPHOW ILIQLILFDQW SRU
WRWDO RX\RVXQ@EULBVYREARPPHQWDWRUY KDYH DUJXHG WKD
GLUHFW ILQDQFPDOHYORYDBNGERDQYHO\ VWRS DW WKH LQYH
OHYHO LQVWHDG RI EHLQJ PXO W E ®/G®ICH @ QIXQYRLDIB R/X VWWWM R H
E\ ED'NNH &KDLUPDQ Rl WKH JHGHUDO 5HVHUYH IRU H[DPSC

186 .HVVH +DPLOWRRDOHYHWIDAOHIBGPDQGY $FWLRQ E\ ORSmivetg@pril B, 6HQDWRU 6D\V
2019, athttps://lwww.bgov.contorehews#!/articles/PPTEEO6KLVR7D Q G 3-RIsK Rorporate Lending Hazard

5LVLQJ %DQN $ Bléabérgldéanédbi25, 2019, https://www.bgov.contorehews/

#/articles/PLWEBP6VDKHT

167 Comments from Dwight Scot§enior Managing Dector of Blackstone and President of GSO Capital PartnérsR
/HYHUDJHG /RDQV 3RVH D 7KU HriDaNciaV Rm#y ReHrudry611,(Z0RoQaER B5V Mww.ft.com/
contentAe503192a0211e992227024d72222hc

8 0hHQ %DLQ 36(& &KLHI WR OXWXDO )XQG ,Q YBIosmMbRryApril % PAY 6tH R1 /HYHUDJHG /
https://www.bgov.contorehews#!/articles/PPPNES6K&EXS.

9 /LVD /HH 3/HYHUDJHG /RDQ 5LVNV 0D\ 5HTXLUH )L CBbGnibe Spr5HJXODWLRQ 6(&
2019, athttps://lwww.bgov.contorehews#!/articles/PQ4HZD6J1JUZ

170 Federal Reserve ChairQ -HURPH 3RZHOO VWD idhiEn W He ks thad eddReQ fefdre the
financial crisis which were more risks to the financial system as such. Most of this risk is now held irbaseklet
vehicles which have stable fundirignot all ofit but most of it is held in that so it is really for agand macroeconomic
risk +tDQG ZH FDOOHG LEWHRIXOKNndMAre atihb§ervdhicles and assuring that they do have stable
funding as we believe they do for the most par6 H Q D W Id, Flols@d\ &rd Urban Affairs hearirithe Semiannual
Monetary Policy Report to the Congredsly 11, 2019, dtttps://www.banking.senate.gtwaringsd7/08/2019the-
semiannuamonetarypolicy-reportto-the-congres&nd Bloomberg transcript https://www.bgov.contorehews/
#l/articles/PUILFO8IMDCO
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WKDW ZKLOH OHYHUDJHG ORDQRHYBW B S/RPIHUFRRFHUQV Wk
SUHVHQW QRWDEOH ULYNV WR ILQDQFLDO VWDELOLW\

Xx 'DWD BRPH DQDO\VWWKDWHWKH XOHD&EN RI DYDLODEOH LQIRUF
WKURXJK GDWD FROOHFWLRQ DQG VKDULQJ RQ &/2 KROGLQJ
DQG WKH UHJXODWRUV IURP PRQLWRUL®3 ULVNV LQ WKH OH

I nve Ptootrect 1 on

,QYHVWR U \5 DRWHIFPVE MVRYQHR/ W B H Y H ® VP EBKGHIQUBR S SUB BWN D W H
H[SRVXUHVERIQQ DRBIEMLY H FROG X F\WW L FQ GEBBPRVYVIBWEDWH V
FRQFHUQYBIDF¥RHVV WR SIXNQ® \EH WRM@EVX UMD PIFRW L QJ RI

F O LFIMQWAR F N V

Defi Miccgredites” Investor

6RPH SULYDW H PIX\Q ESF BUBHGQ W HGDL Q Y IMMWIRW VR Q WKDW KDV JHQH
DERXW ZKLFK FDWHJRULHV RI LQYHVWRUVQXRAGE EG FHIDQ JILXEDH
DQ DFFUHGR WHIHG RQ YHNW QHG PRUH WKDQ RU WRJH\
VSRXVH LQ DQQXDO JURVV LQFRPH GXULQJ HDFK Rl WKH SULRU
WR HDUQ D JURVV LQFRPH DERYH VRKDW WBY WDWRKRRBIGPERYU MW KH F XL
WKDQ PLOOLRQ HLWKHU DORQH RU WRJHWKBIWLPDWK D VSRXVF
UHVLEHQNMLWXWLRQV FDQ DOVR TXDOLI\ DV DFFUHGLWHG LQYH
LQ DWWQNWPEHU Rl UHIJXODWEBQHWYWLQYVYKUDPRAKFRPSDQLHY DQG
LQYHVWPHQW FRPSDQLHY DXWRPDWLFDOO\ TXDOLI\ DV DFFUHGL

6RPHRPPHQWD\WBUWNMFRNHF (& [LVWLQJ UXOHV IRU GHWHUPLQLQJ D
V W DWIRWY K DW L Q F RPRIUDMXGBQEMMMWL OLWWOH UHODWLRQVKLS WR |
7KHVH FRIQVHKIDXW DHFGWHGLWHG LQYHVWRW QG IXQGWURQ LV ER
LQFOXVLYH FDSWXULQJ ZHDOWK\ EXW XQVRSKLVWLFDWHG LQYH
LQIRUP DG \EX\W | RBGWWLRQ JLYHQ WKH WUHQG RI SULYDWH VHI
SXEOLF RIIH REYHIDYWARRHHHEJERKQW XHTRDO DFFHVV WR LQYHVWPH(
RSSRUW X Q\LKEBHL ¥IWUIVQ GL F D W L R @ FEDH/QLHY 1 VI D B/LKW B! GDIDRBIRULR X/ R/

SXEOLF DQG SULYDW H&RIFPXQIWWOLM K UD/QIGDINXH) G ¥ F R U GALIQH O\ G LV F X
DFFUHGLW GG IILQY MADREEF BAXR O/GIIRYUZG WIKOIV. QDQFLDO WUDLQLQJ RU
GHPRQVWUDWHG |LQ DIFQ R DRHPS MARMRGRS U L YLEDW H \PVID I G W/
RSSRUWXRYUHNEBQG WKH HOLJLEOH DFRF BME IHW MEMRFUWNINRRU E DV F
OLPLWDWLRQV

1M Jesse HRLOWRQ 3/HYHUDJHG /HQGLQJ ,VQYW 3RV LEpdmberdMaK 27, ROLB, AW )HG &KDLU
https://www.bloomberglaw.combcumentX7ARN6TKO0000Q and Federal Reserve Chairmirome Powell speech,

30hXVLQHVYV '"HEW DQG 2XU '"\QDPLF )L Q Dpsi/ovav.Btistaliéserve gmBsevents) DW
speechgowell20190520a.htm

172victoria IvashinaEmerging Threats to Stability: Considering the Systematic Risk of leveraged Lehdiagt,
2019, atttps://financialservices.hougeviuploadedfiledihrg-116-bal5wstateivashinav20190604.pdf

173 For more policy discussions, SERS In Focus IF1127&ccredited Investor Definition and Private Securities
Markets by Eva Su

174 SEC, Updated Investor Bulletin: Accredited Investotanuary 31, 2019, https://www.investor.goadditionat
resource/ewsalertsalertsbulletinstpdatedinvestorbulletin-accrediteeinvestors
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Voting of Proxy Shares

S3UR[\ YRWLQJ UHSUHVHQWY DQRWKHU LVVXH LQYROYLQJ LQYHVYV
VLIQLILPD/GAH P D Q D LXKV LKIDUANRRAWH. M\WKRI SWIRHLU SXEOLF FRPSDQ!
YRWLQJRWIWRHHWEBKEBEQGWRH DVVHWRRKBNUDEH B\WRWDPQ G
UHVHDSFR[WRG Y L VRN URWRHHUWDRVS WKHVKRXQRRWRLRQW LVQR UV
KDYH LGHQWLILH® DF Q X DRI GUR WWIHPFIOXIG
VWHZDUBKKWMBWMHW PDQDJHUV DIQGPRWRUHDGY LD RMO YRQWEJ LQ W
EHVW LQINMEDHFVWYPKEMWKHU WKH DFWXDFR Y B MRWWYDBRSH. FVDEWX D D W F
FULWLFDOO\ LPSRB W DQRRREQUEEDX WEKHNY U D W H J IVF FEX_EJBIIEROL\R Q
WUDGHGLARRSDGGUHVV \WH HBYV& LLWWXHGE D FRQEGSXE OHMHDVH VRC
IHHGEDFN RQ WKH SURPNKW AP DQVR KHOG P XOW LBLOH XINRK QG W |
WKH SUR[\ BBRAHUMFHQWO\ E'Q 1RYHPEHU

Fund Disclosure

(QVXULQJ IIXIOWD WLYGEORVXUH Rl PDWHULDO LQIRUPDWLRQ LV D NH
VHFXULWLHY ODZV 7R SERPRDWVH LW KEBMIA KRN\ R | WRHWLDWLYHV
LPSURXH LQYHVWRU H[SHULHQFH E\ XSGDWLQJ WKH GHVLJQ GH
)RU H[DP S ORQJVWOKELW B DRCRRHFY/(HEG 5.XP HXQHWR DOORZ
FHUWDLQ LQYHVWPHQW IXQGV WR W UW RM FEAM DAEDW HRISRVOLGRHU U H
6XSSRUWHWMB® R SRIKQW WR LWV HQYLURQPHQWDO DQG HFRQRPLF
ELOOLRQ VDYLIQDV B HYRER QW UCIMR SSRBD HYRLWWF KO YARQFHUQV
RYMKH XVHIXOQHVV RIVHEHEHOR QLFGUH S BRDO QRN M \DWRHVVZWR R
IDPLOLDULW)\ Z VKK B/(lHF RRQWHLOXHHW W R R/GI AWK 18 X K Q BIF QLEYSOOR V X U

UHWDLO LQYHVWRRONBHULHMREFBHRRS B8 AW XOMHHIRQOVGRYW K MU V L Q J
WSHV RI GI¥FORVXUH

Finanonmavation

JLOQDQFLDO LQQRYDW L RAQK HV DIV H. WY WPHD QI OGRS HY@MD RRR RSEKQY WY U \
QQRY WLERODBD\G UHJIJXODWHRU\LQERNGXKMUHFKQRORJILHYV DQG
SUDFW L RKWEDAHRILFLHQWO\ VHUYHG E\ WKH HKIRBKIHQJ UHJXO
UHJXODWR U \F DUIFRKHER B NJ RDOIDFERIVLQH VYV VD RIHH X OVIBVID \ORBO H

175 SEC,Proxy Voting:Proxy Voting Responsibilities of Investment Advisers and Availability of Exemptions from the
Proxy Rules for Proxy Advisory FirmStaff Legal Bulletin M. 20, July 2014, dittps://www.sec.gowiterpslegal/
cfslb20.htm

176 SEC,Concept Release on The U.S. Proxy Sysaehttps://www.sec.goviilestoncept201084-62495.pdf
177 SEC,November 15, 2018: Roundtable on the Proxy Pro@bstps://www.sec.goproxy-roundtable2018
17817 C.F.R. 8800, 230, 239, 24249, 270, and 274.

'DYH OLFKDHOV 35HWXUQ WR 6HQGHU 0XWxdD StroeX G n& e | POLY, atLOO *R 3DSHU
https://www.wsj.condrticlessecapprovegpaperlessnutuatfund-reports1528205042

B yHXUWRQ (OOHU 36(& 3DSHUOHVYV 0DQGDWH Thedbi Geh@Gary3, PR1I8, X UDO (OGHUO\
https://thehill.comdpinionfinanceB72026secpaperlessnandatea-baddeatfor-ruratelderly-investors

181 SEC,Request for Comment on Fund Retail Investor Experience and Disgl@siober 31, 2018, at
https://www.sec.goviilesbther201883-10503. pdf

82 (XURSHDQ &HQWUDO %DQN 3'LJLWDO 1D W LYH" )LQWHFKY DQG WKH )XWXUH |
https://www.bankingsupervision.europa@essspeechesdate2017html/se170327_1.en.html
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KREKRURWHFW LQ Y KVQMRUYIQRNMDKRMRNDHA®Q BRQ@V F\ FXKDO O H
LQYROYLQJ WKHVH JHQHUDO LVVXHYV

Digital Asset Custody

"LILWWDWVWHW FXVWRG\ KDV HUXFODMWRMQDW W Q DIFXEMI REKHF 6 (&
FXVWRGLDQV RI FOLHQW DVVHWVY PXVW DELGH E\ FHUWDLQ UHTX
IURWKH SRVVLELOLW\ RI EHLQJ XREHW RAH F HORSFHER SRUL DWKHGW U R
DVVHW PDQDJHPHQW LQGXVWUWW KPRV 6 MVDEDW SIEGDVH GADMIDUPNPVH Q W V
HILVWHQFH D QIQUKMHRRWDGEL Q RV H X Q LIRYUH GRIBND \TIRIDMIRELIg X/ \W
WDQJLEOH UHRUHNHESDIW L WQ.Q GXWREP R Q S WIKPOML F H

IR FEXR QV R/HD | H J X DRUBGULLQY.D WHB N HY D W H XNGH\ VX Bl UBDX\P\ELHIWD H G

PDW K H P D WALRID QVONWIRQ VY BMARWH RRRINQUHPU VUKOLISV LQJ TXHVWLRQV DERXV
QDWX3$R WM H\DVEGRRQ WRIRDGLIJLWDO DVVHW

$ ODUFK OHWWRHPUW KW R6 @IKIHL W D@ G XWROAE XBWOLF LOQSXWKHHJIDUGLQ
FXVWRG\ RI G#J QWD IOHDON WWEYWX PWDUL]HE ROQ¥PERVRRIYLQJ

WKH FXVWRG\ R LARQWOHDMY RWYEXWHG OHGJIJMRE WHIFKQ® ORJ\
RZQHUVKLS WKH XVH RI SXEOLF DQG SWUDPRQWH B UGS WRVUDO DKLVH
D ELMD\ WR UHVW@ARMVRIUVDWIDHOFRYMHWY WKH JHQHUDOO\ DQRQ\PRXV
WUDQVDFWLRQV DQRGLWRHH{RPP®H®RUIHY DQG¥LILWDO DVVHWYV
&RQJUHVVLRQDO KHDULQJV KDYIHI DWNME& DGGHW VPG REH LVVXH

Nonfdncial Technology Platfor ms

$ VHFRQG UHFHQW GHYHORSPHQW LQ ILQDQFLDO WHFKQRORJ\ W
LQYROYHVY WKH HQWU\ Rl QRQILQDQFLDO WHFKQR®RJ\ SODWIRUF
/IDUJH WHRKQRYRK\WIN]RQFHPRRN DQG 8EHU KDY H BDOOLFMAD UWHG
RSHUDWLRQV DV SRWHQWLDO FRWPHRW I AIFRMEND HBVKRXWIQHUV W R
WKH VFD Q8 @ Y IRRW EHHQ EURD G O\OILHNHRW OGEGOERQ RPHES HU W
JRUXP S WHK®WF\8ODWOWKPVDELBUW\ WR HQJDJH ZLWK GLIIHUHQW |

183 Debevoise & Plimpton LLPCustody of Digital Assets: Centralized Safekeeping of Decentralizsets under the
Investment Advisers Addecember 17, 201&t https://www.debevoise.cortimediafiles/insightspublications2018/
1220181217 _custody_of digital_assets.pdf.

184 Fidelity Digital AssetsCustody in the Age of Digital Asse@ctober2018, at https://www.fidelitydigitalassets.com/
bin-public/060_www_fidelity_comdocumentd?DAS/custodyin-the-ageof-digital-assets.pdf.

1B56(& 3(QIJDILQIIBQAQLXKR@/ RGLDO 3UDFWLFHYV DQG 'L JhipsBaws.sed.5owV = 0DUFK
investmention-dvp-and-custodydigital-asset€031219206.

186 | bid.

1871.S. Congress, Senate Committee on Banking, Housing, and Urban Affairjning Regulatory Frameworks for
Digital Currencies and BlockchajiHearings, 118 Cong., ¥ sess. July 30, 2019 (Washington, DC: GPO, 2019).

188 Jtay Goldstein and Andrew Karolyi JLQWHFK KDWYV 5H D OKnoweGye@\DhArHardis1a,
2019, athttps://knowledge.wharton.upenn.ealticlefintech

189 For example, Facebook is reportedly planning on a cryptocuntzassd payment system, see Wolfie Zhao,
Facebook to Roll XW p*OREDO&RLQT & U\ uirRdskNay 2(PPB19Lafttps://wwwcoindesk.com/
facebookto-roll-out-globalcoincryptocurrencyin-202Greportsays@tm_sourceBlockchainBites&itm_medium=
Email&utm_campaign201905-24; Amazon is reportedly providing multiple financial services offerings, see Kevin
:DFN 360OLGHMWWRRIRKREYV 6KDFNLQJ XS Am€ibap BanRetMa&¢h 18, POA B ¥t ~
https://www.americanbanker.cosliieshowhhowamazoris-shakingup-financial-services and Uber offers financial
services payment solutions, see Uber SEC Fefirathttps://www.sec.gowrchivesedgarflatal 543151/
0001193125190138504647752ds1.htm
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IURP D VLQJOH FKDQQHO ZLOO OLNHO\ EHFRPH WKH GRPLQDQW F
VHUYLPFHFKQRDREDYH WKH SRWHQ I\ \PHOVR\DR) HERQN@EXMSWMU WWIK U R X J K
GLJLWDO DVVHW WUDQVDFWLRQV URER DGYRBRBWVHUYLFHV DQ
GLVWULEXWLR'QOVYRILWPNEWBBMHWKDW BPD]RQ IRXUVH[WK$OH FR.
WUXVWVRIQG DQG GLVWWIRE K WADRRD BRBDY QVHKOG LVW UH’EXWRU RI IXQ
7KH LQIOX\HHFARBORMDWIRUPV KDV DOUHDG\ EHHQ UHDOL]HG LQ FH!
H[DPSOH $QWDQQDQFAIDIWH RI BDQPDHD YRMKRIXE&MNOTWW K
PLOOLRQ $OWMWSKDLUWG/ RUWKH &K DRIRWVH 8§ W YRIOBWHARAIRW U\ R |

WHFKQRFOFRSIDQLHY LQWR ILQDQFLDO VHUYLFHV UDLVHV D QXPEHL
FRPSDISRH¥WU WKHLU FRQWURO RYHU XVHU GDWD DQG SHUVRQD

Facebools IFHIifekaCharacteristics

JDFHERRN LV \VDRPRQRARHED QLHY WKDW KDYH H[SUHVVHG LQWHUHYV
VHUYLFHV ,Q -XQH WKH VRFLDO PHGLD FRPSDQ\ DQQRXQFHC
FU\SWRFXUUH QF D FUDHYCHID W.ER® WHK® \F RCDIW 1B Wik BKHDQ LQW HUH V'V
DGGUHVVLQJ WKH LVVXH VHYHUDO OHPBHUMRBERBXRQ KREZVV TXHV\
/ILEUD VKRXOG EH UHIJXODWHG DQG ZKHWKHU DW PHHWV WKH HJ[L
DPRQJ RWK¥HRPH FRRP®WDWRUYV KDYH DUJXHG WKDW EHFDXVH /LE
UHVHUYH DVVHWV WKDW FHUWDLQ DXWKRUL]JHG VHOOHUV FDQ H|
RSHUDWLRQDO VWUXFWXUH LV VLPLODU WR WKDW BQG7)V ZKLFK
UHH® SWLRQUSILRWKRWEKERRNFDBRQRZOHGIJHG WKDW /LEUD XVHV R
PHFKDQLVPV WKDW DWKHVERPSDQ\WRDI(DWDLQHG WKDW WKH FU\S
EH FRQVLGHUHG DQ (7) EHFD XV HSIDNPIHWQ IWDWRBIBPVEKWR RSHUDWH
LQYHVWPH®W/YEKDF®IHG DODONAMRRYUG IDOO0 XWEGHWHWKIHIKYW& DQG
UHTXHUIK ODSANSRIRYDO 7KH 6(& LV UHSHRWKHHG O’ KHYDW SR EQUUHQ|
IDOO ZLWKLQ™"WKDW FDWHJRU\

190World Economic ForumBeyond Fintech: A Pragmatic Assessment Of Disruptive Potential In Financial Services

August 2017, alttp://www3.weforum.orglocsBeyond_Fintech-_
_A_Pragmatic_Assessment_of_Disruptive_Potential_in_Financial_Services.pdf

¥ JLWDO DVVHWYV RIWHQ UHIHUUHG WR DV 3FU\SWR D VovigidoMslue DPRQJ RWKHU \
made possible by cryptography and blockchain, such as currency, commodity, security, or derivative on a commodity

CRS In Focus IF11004jnancial Innovation: Digital Assets and Initial Cofferings by Eva Su

192Baijley Lipschultz *&RXOG $PD]RQ 0DQDJH <RXU ORQH\" YBloah®@aryiuyl2@ 2DGBP O\VWV 7KLQI
at https://www.bloomberg.coméwsArticles201807-24/couldamazormanageyour-moneybernsteiranalyststhink-

sa

LM EWHOOD ;LH 30RUH WKDQ D MUHG RQ &KLH DL D QVHIRSDEAOIMHOaYHIChG

27, 2019, ahttps://www.wsj.condrticlesmorethanathird-of-chinais-now-investedin-one giantmutuatfund-

11553682785

1941.S. House Committee on Financial Services Hearff® PLQLQJ )DFHERRNfV 3URSRVHG &U\SWRFXUU
Impact on Consumerfnvestors, and the American Financial System, July 17, 2019, at
https://financialservices.house.goalenda®ventsingle.aspE¥entiD=404001

¥5'DYH 1DJLG 30RVW ,QWHUHVW LEYF.dom) JyneQ5b, QUL Y, Hiith&t//winwEetf. Eongections/
blog/mostinterestingetf-filing -everlibra™opaging4. For details on the ETF structure and operationsC&®

Report R45318-xchangeTraded Funds (ETFs): Issues for CongrdssEva Su

1% U.S. House Committee on Financial Services Hearlf® PLQLQJ )DFHERRNYTV 3URSRVHG &U\SWRFXUU
Impact on Consumertnvestors, anche American Financial System, July 17, 2019, at
https://financialservices.house.goalenda®ventsingle.aspentiD404001

¥"'DYH OLFKDHOV DQG /DOLWD &OR]JHO 36(& :HLJKVW#HIISWedt BourndAlRlySHIXODWH )DF
13, 2019, ahttps://www.wsj.condrticlessecweighswhetherto-regulatefacebookdibra-11563015601
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6RPH OHPEHUWRY K®EQHIDOVR H[SUHVVHW RISESIRD/ ISW R PR )DFHE
OHPEHUV RXWHKHLQDQFLDO 6 HKDNLH H\L R WMWEW R BHGU D | W

%LJ THFK 2XW R ZKQBEXXFCHS $FUMHYW DMOH WHFKQR GRHDWURVY IURP
GI.L%%(DO DVVHWYV LQWHQGHG WR EH XVHG ZLGHO\ DV D PHGLXP RI
YD H

Concl usion

7KH DRPAWIJHPHQW LQGRPWOMARYOIDQHG E\ D KRVW RI LQWHUVHTF
UHJXOBWILRMULO\ RYHUVHHQGE\VWIIN KD& XQGHUJRQH D QXPEHU F
LQFOXGLQJ LQFUHDVHV LQ LWV VLFHRIFKDSLMD OL @ DWKIHH W M DQ/GL E
VKLIWYV DZD\ IURP DFWLYH DQG WRZDUG SDVVLYH LQYHVWPHQW |
RI SULYDWHRMHB$@PW LRIVW K HADH. WHU HRSSRUWD QW SROLF\ LVVXHV
ILQD QF LOOMYWDAELRU BSQBKHHEWRRRQYDROLBMLRQQRYD

$V D JHQH U V& FPIBQO\DA HEBRIFSD KR MM Q HUD WIH @ DIBMDBL O L W\
FRQFMHWERPH RWXDQFLDO LDMWLMWXEREBRWONW PDH@HUDY O\

DUH DJHQWYVY ZKR SURYLGBWRNHWKDHRBUVBBYSEBBY ZKR LQYHVW
DFFR¥QWW GRHV QRW PHDQ WKDW WK HLIOQUBMWESHRLLVFIUHH RI ILQ
VWUXFWXUDO YXOQHWHBLHASW.IHR/Q IR/ N [DE ©R P X LROALKH P LV P D W
Y X O Q H U FIRLXGOLGV E H VR@ K H UFYRIGW H IVD)RQ (7)V DBBHUDJHG OHQGLQJ
EXW WKHLU LPSOLFDWLRQV DUH XQFHUWDLQ

7KHVDMRD QDJHPHQW LQGXVWU\ LV JRYSURW B FEX LIR @ DJQXIHH R | W IQY \A \
YDULRXV SROLF\ LVVXHV LQFOXGLQJ WKH DSSURSULDWH OHYHO
IXQG GLVFORVXUH DQG SUR[\ YRWLQUFLDQ DLAXMR WIKWMLRQHG. WR IE
SURWHFWLRQ KDV JHQHUDWHG D QXPEHU RI LPSRUWDQW GHEDW
HQWU\ RI WHFKQRORJ\ ILUPV LQWR ILQDQFLDO VHUYLFHYV

1% +RXVH &RPPLWWHH RQ )LQDQFLDO 6HUYLFHV 37KH .HHS %LJ 7HFK 2XW RI )LQ
https://financialservices.house.goploadedfiledsills-116hr ikbigtech.pdf
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Appendix.Rel at ed CRS Products

&56 5SHSRUW&DSLWDO ODUNHWY 6HFXULWLHV 211BRUIKQYDY DQG 5H
6 X

&56 5HSRUW(PFKDQ@UHDGHG )XQGV (7)V ,VVEOHW DR&X&RQJIUHVYV

&56 5 HSRUW-8%6 DQG ,QYHVWRU &R@PHIHIHG SFW +KXYHWDO
ODUNHWYV SURRRRVGRQMWHG E\ (YD 6X

&56 5HSRUW&RVWYV Rl *RYHU @QRRQW |LQWHIWSHR@VH WR WKH )LQDQ
5HWURV SE\FWRYMWG :HEHO DQG ODUF /DERQWH

&56 ,Q )RFXV ,PWURGXFWLRQ WR )LQDQFLEDOOTHLFY LIFERQWW WHPL
&56 ,Q )RFXV ,QWURGXFWLRQ WR )LQDQFLD@\6(HWY&EKHY &DSLWD(

&56 ,Q )RFXV $FFUHGLWHG ,QYHVWRU 'HILQLWLR@\D@Q® 3ULYDWH
6 X

&56 JREXV 3ULYDWH 6HFXULWLHYV 2ITHULQJVEYWDMNENRXQG DQ

, Q
&56 ,Q JRFXV )LQDQFLDO ,QQIRWDWLRQ/HWV DQG ,ELWYDO &RLQ 2
6 X

&56 ,Q )RFXV 6(& 6HFXULWLHV 'LVFORVXUH %DEW(VR¥®G DQG 3R
&56 ,Q JRFXV ORQH\ ODUNHW OXWXDO )XQGV $ )LOBD\QNIDDO 6WDEL
6 X

Aut hor Information

Eva Su
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Disclai mer

This document wagrepared by the Congressional Research Service (CRS). CRS serves as honpartisan
shared staff to congressional committees and Members of Congress. It operates solely at the behest of and
under the direction of Congress. Information in a CRS Report shotitserrelied upon for purposes other

than public understanding of information that has been provided by CRS to Members of Congress in
FRQQHFWLRQ ZLWK &561TV LQVWLWXWLRQDO UROH &56 5HSRUWYV
subject to copyght protection in the United States. Any CRS Report may be reproduced and distributed in
its entirety without permission from CRS. However, as a CRS Report may include copyrighted images or
material from a third party, you may need to obtain the permissithe copyright holder if you wish to

copy or otherwise use copyrighted material.
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